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PREFATORY NOTE 



In the following pages, the word " Trust " has been uni- 
formly employed to signify combinations of every kind that 
have been devised with a view to controlling production 
and prices. There may be other words that more correctly 
express the exact character of the principles upon which 
certain combinations are founded, and the objects they 
have in view. But, however much the appellation may 
be entitled to the description of a mere euphemism, and 
however much it may fall short of the better known 
English term "Ring," in conveying an adequate idea 
of the methods employed and the ends in view, it is 
the word commonly used in the United States to 
describe such combinations, and is not perhaps so 
offensive to those who may honestly approve of those 
principles and ends, apart from considerations of mere 
expediency. 

Exception may be taken to the fact that in the following 
pages I have not pronounced very definite approval or 
condemnation of the Trust system generally, but I do not 
consider that I am called upon to do so. I am neither 
their apologist nor their judge. My function has been to 
present, as far as I could, within the limits at my disposal, 
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the facts as to their character, operations, and development, 
and this I have endeavoured to do without conscious 
partiality or prejudice. The system is neither wholly good 
nor wholly evil, and he who would strongly pronounce it to 
be necessarily either, is likely to err in his judgment. 

J. STEPHEN JEANS. 

Great Gborgb Street, London, S.W. 
March 1894. 
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TRUSTS, POOLS AND CORNERS 



CHAPTER I. 

ARTIFICIAL RESTRAINTS ON COMMERCE AND INDUSTRY. 

The purpose of this volume is that of considering and 
dealing with the whole question of artificial restraints upon 
trade. The natural course of trade tends to establish a 
system of free and unfettered competition in every direction, 
and experience has proved that this system of competition, 
if left entirely to itself, may easily do great mischief, not, 
indeed, to the general public, but to the competitors them- 
selves. Much depends upon whether the competition is 
what is known as fair and above-board competition, or 
whether it is carried on with poisoned weapons and loaded 
dice. The competition that was carried on a number of 
years ago among the principal railway companies having 
London termini was unfair and disastrous as between the 
companies concerned. So violent did the rivalry become, 
that passengers were carried at much less than the cost of 
transport, and it is even stated that in certain cases people 
were offered other inducements to travel by particular lines. 
On the other hand, the competition now carried on between 
rival railway companies converging on the same points, 

A 



2 TRUSTS, POOLS AND CORNERS. 

although as keen as ever, iy oisnally bttrictly fair and reason- 
able, being a competition in iiidiiQements and facilities that 
are not of the cut-throat character previously practised. 
The companies concerned now generally agree to charge 
the same fares or rates from common points to common 
points, instead of underbidding each other in a way that 
was calculated to prove only who had the longest purse and 
the greatest powers of endurance. 

The system of cutting rates or prices may answer for a 
time, but in the long run it is likely to recoil upon the heads 
of those who commence it. Indeed, it is usually the poorest 
and the least capable who are the most reckless, so long as 
the game lasts, and that for the very simple and intelligible 
reason that they have the least to 1(^. The stronger rivals, 
on the other hand, can hardly hope to gain much, if any- 
thing, by playing at the reckless game of beggar-my-neigh- 
bour. If it were merely competition between rival groceries 
or dry-goods houses, it might partially succeed, if the weakest 
were absolutely driven into bankruptcy, although even then 
it is by no means certain that there would not be a resurrec- 
tion of the defunct business. But, as applied to manu- 
facturing or transportation enterprise, such manoeuvres are 
practically certain to defeat their own end. A railway, once 
built, is difficult to get rid of. A manufactory, a mine, a 
blast furnace, a steel-works, or any similar establishment 
may, indeed, be driven into bankruptcy, but that is all. By 
land bye, phoenix-like, it will rise frort its ashes, perhaps to 
["nobler things," and the undercutting rival is denied the 
reaping of the harvest for which the seeds had been so 
'diligently sown. Often it is found that, with a greatly reduced 
capital, consequent upon having been "picked up cheap" 
by new owners, the weaker becomes the stronger, and the 
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expectations on which the price-cutting policy was founded 
become sadly blighted. Competition, therefore, pursued to 
the bitter end is not wholesome for those who engage in it, 
and it is desirable that some checks should be interposed to 
the usual consequence of competition — ^the unwholesome 
process of having the lean kine swallowed up by the fat, as 
in the Biblical legend. 

The history of manufacturing industry is a record of ups 
and downs — of alternate prosperity and depression — ^accord- 
ing as the supply is above or below the demand. The 
enormous development that has taken place of late years in 
the facilities for production and distribution have tended to 
create gluts that were almost unknown half a century ago. 
In every industry, almost without exception, processes and 
appliances have been so perfected, that the means of pro- 
duction have been multiplied many-fold. The same invest- 
ment of capital, and the same application of labour, will 
now produce infinitely more, by the aid of machinery of the 
most perfect and approved type, than it would have done 
only a few years ago. A modern blast furnace will yield 
over 2000 tons of pig-iron per week, under favourable con- 
ditions, where probably less than a hundred tons was the 
rule half a century ago. A modem cotton factory will show 
a couple of thousand spindles being " minded " by two 
operatives, and working at the rate of nearly 10,000 revolu- 
tions per minute, where such results would have been 
deemed impossible not many years ago. Simultaneously 
with this enormous advance in the resources of production, 
there has been a notable increase in the proportion of the 
population of the principal industrial countries engaged in 
manufactures. In our own and other countries, the recent 
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tendency of population is to forsake the country and swell 
the towns — to abandon agriculture in favour of manufac- 
tures. Everything, indeed, has tended to the increase of 
manufactures, and that being so, it is not perhaps *a matter 
of wonder that unlimited means of production are usually 
face to face with a limited consumption. 

The natui:al result of this state of things is a frequent 
" glut," and periodical depression of a more or less intense 
and universal character. The constant effort and aim of 
producers is to secure riches by manufacturing and selling 
cheaper than their neighbours. A maxim that appears to 
govern all modern manufacturing operations is that the 
cheapest and best system to adopt is that of production on a 
large scale, and when all alike are striving with might and main 
for this result, it becomes easy for production to overtake 
the demand. In a general way, the remedy hitherto applied 
for over-production has been to reduce the quantity pro- 
duced. Hence it often happens that the manufacturing 
resources of an industrial country are seldom fully em- 
ployed. In the iron trade, it rarely happens that more than 
one-half of the blast furnaces built are engaged in making 
pig-iron. The same remark applies, mutatis mutandis, to 
many other industries. The United States, for example, 
are possessed of resources for the manufacture of both iron 
and steel far in excess of what they actually require, and 
their present plant is estimated to be equal to "turning out 
\ nearly as much again of both as they produced in 189 1. A 
large capital is thus continually unproductive, and the profits 
that should accrue in respect of this capital are either 
entirely lost, or have to be earned from that part of the 
'^Dlant that is found in work. 

On the other hand, it is obvious that when supply is so 



RESTRAINTS ON COMMERCE AND INDUSTRY. 5 

generally and so largely in excess of the demand — when an 
unlimited production is constantly brought in line with a 
limited consumption — prices must tend downwards, until 
they reach the point at which only the most favourably- 
equipped establishments can work at a profit, while the less 
favourably-placed producers must go to the wall. If the 
evil stopped here, there would be less to complain of. But 
a factory or a workshop, a blast furnace or a rolling mill, a 
mine or a quarry, Qnce set in motion, has come to stay. As 
we have seen, original owners may succumb to the law which 
decrees the survival of the fittest; but the establishment 
usually changes hands at much less than its original cost, 
and then resumes the contest with more enterprise than ever. 
The consequences are often disastrous, and the blanks are 
much more numerous than the prizes ; but the hopes that are 
inspired by the knowledge of the exceptional experience of 
the few, induce the many to continue the struggle. It is 
calculated by one of the principal coal-owners in the Great 
Northern Coal-field, that the average profits made in that 
industry over the last thirty years have not exceeded 3 per 
cent. In the Cotton trade the average profits over the 
same period have been estimated at barely 3!^ per cent. 
In many trades the average profits have been much less 
even than these. Much is made of the few who, from 
special circumstances, have reaped large rewards. Of the 
many whose faces are turned to the wall little or nothing is 
known. The fierce light of publicity beats upon excep- 
tional prosperity. Adversity, on the contrary, is retiring 
and reserved. 

The ingenuity and perseverance of mankind have, for the 
last thirty years, been as earnestly and laboriously directed 
to the work of finding a remedy for low prices and irregular 
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demand, as they were in a former age to the discovery of- 
that fabled alembic which was credited with the power of 
transmuting all the baser metals into gold. Needless to say, 
they have not been successful in their endeavours. The 
remedial measures possible are, in truth, extremely few and 
simple. Besides the obviously. natural and rational cure of 
keeping down production until it has been overtaken by 
demand, the only specifics that have hitherto been devised 
by the wit of man are Customs' tariffs, which keep out 
imports, and combinations of capitalists designed to secure 
a virtual control of the resources of production or of distri- 
bution, as the case may be. 

It is the latter remedy — the attempt to regulate and con- 
trol the operations of supply — that we are here specially 
1. concerned with. The natural effect of establishing in any 
industry a syndicate or combination strong enough to 
regulate the supply must be to advance prices. The 
advance may not be, and seldom is, a large one. But in 
these days, when profits are calculated to a fourth and fifth 
place in decimals of one per cent,, a very fractional advance 
may make all the difference between a fair profit and a con- 
siderable loss. 

\ Manifestly, combination so established interferes with 
the free play of competition, and it is therefore denounced 
as being in restraint of trade. The capitalist or producer 
seldom meets with much sympathy whatever his reverses 
may be. If his troubles ultimately overwhelm him, he is 
told that he should have gone into something else, or done 
some impossible thing differently. "Let us take care 
of the consumer," is the shibboleth of the modern econo- 
mist ; " the producer can look after himself" 

Under these circumstances the individual producer suffers 
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RESTRAINTS ON COMMERCE AND INDUSTRY. 7 

in order that the great body of consumers may gain. Every- 
thing that the State or society may legally and fairly do in 
order to encourage competition is done. No doubt, on 
the whole, this system is just and salutary. But under our 
present industrial methods it leads to frequent unfortunate 
results. Exports and imports fluctuate seriously as between 
one year and another. No equilibrium between supply and 
demand is possible. When a " boom " is on, production is 
strained to the utmost. When the reaction comes, factories 
are closed, furnaces are damped down, operatives are thrown 
out of employment by hundreds and thousands, wives and 
families fall victims to starvation, employers pass through 
the bankruptcy court, the poor rates become swollen, and a 
whole legion of other evils are entailed. Most truly, if 
competition is the lesser of the two evils, it is still an evil of 
serious magnitude. 

During the last few years the disposition to regulate com- 
petition has probably been manifested over a wide area, and 
has shown much more energy than it had previously done. 
Some of its developments will be traced in the pages that 
follow. But it may at once and for all be affirmed that no 
combination is likely to be of much avail against the mani- 
fold evils of unbridled competition, unless it obtains the 
virtual control of the commodity that is over-produced. 
Such control is obviously liable to great abuse. There 
is a danger lest a combination, established for a per- 
fectly legitimate purpose, should drift into tyrannical 
monopoly; and monopolies, as we have elsewhere shown 
(p. 15), are dangerous to society. On the whole, 
then, it would seem as if free competition were the safer 
alternative. It has many drawbacks, and is attended 
with not a few evils, but it secures an ample supply of 
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commodities at a cheap price, and that is the great 
desideratum after all. 

"Every European government," says Buckle,* "which 
has. legislated respecting trade, has acted as if its main 
object were to suppress the trade and ruin the traders. 
Instead of leaving the national industry to take its own 
course, it has been troubled by an interminable series 
of regulations, all intended for its good, and all inflicting 
serious harm. To such a height has this been carried that 
the commercial reforms which have distinguished England 
during the last twenty years have solely consisted in un- 
doing this mischievous and intrusive legisktion." 

There is a danger lest the recent tendency to interfere 
with trade combinations should reproduce the patriarchal 
and restraining conditions on which Buckle animadverted. 
Certain legislative proposals recently under discussion in 
the United States virtually enacted that no two men can 
agree on the price at which they will sell any article, that 
two individuals cannot agree to cease competing in trade, 
and that no combination which affects prices shall be legal. 
Such enactments, it has been truly observed, not only tend 
to destroy all partnerships, all corporations, all aggregations 
of capital, all unity of effort in business, all compromises 
by which the disasters of over-competition are frequently 
asserted, but would simply render business impossible.! 

The original idea of a syndicate or trust appears to have 
been that producers should come to an understanding 
among themselves as to how much each should produce, 
and what common price should be charged to the public. 

* Vol. i. p. 277. 

t ** Combinations: their Uses and Abuses." By S. C. T. Dodd. 
New York, 1888. 
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JEach producer, however, was left with absolute control over 

his own business in other respects. 

On the face of it, this would appear to be the most 
natural and satisfactory arrangement for all parties. And 
so, indeed, it would have been if all alike had been equally 
loyal and trustworthy. But it was found difficult to keep all 
the parties to such a compact true to the spirit as well as 
the letter of the bond. The combination suffered, in not 
a few cases, from the bad faith of its individual members, 
some of whom either undersold the combination rate or 
produced quantities in excess of that provided for by 
regulation. 

It was for the purpose of avoiding such possible acts of 
bad faith on the part of the individual members of a com- 
bination that the American institution, known as a trust, 
was established. The fundamental idea of a trust is that 
the affairs of all its individual members shall be absolutely 
controlled by the org^inisation and for the organisation. In 
order to do this, of course, 'it is necessary that the trust 
shall do more than merely control production and price, 
although that may be, and generally is, the sole raison d'itre 
of the combination. The trust must be. the virtual if not 
the absolute owner of all the properties or concerns that are 
parties to the compact. This is usually achieved by buying 
out all the different works or other properties that are 
engaged in the business which it is proposed to control. A 
large capital is usually necessary for the purpose, but it 
often happens that the proprietors of the concerns syndi- 
cated are content to accept their payment in trust shares. 
This was the case with the Salt Trust and the Chemical Trust 
in England, to which, in each case, all the principal pro- 

' ducers were parties. It was not the case with the copper 
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mine owners, who were simply controlled as to production . 
and price, and this, in all probability, was one of the chief 
causes of the failure of the Copper Syndicate. The general 
form of the trust or syndicate is, however, that of a combina- 
tion of producers to keep up prices. Such have been the 
trusts generally established in the United States, and it 
is the form assumed by combination in the steel rail and 
other industries. 

A syndicate may be formed on many different lines, and 
the arrangements made or proposed for the realisation of 
its leading aim are legion, including the following as the 
chief types : — 

1. It may absolutely purchase all the properties pro- 

posed to be syndicated, and thereby absolutely 
control the whole of the possible production of 
the commodity for the time being. 

2. It may arrange with producers, under penalties for 

breach of contract, as to the quantities of the 
commodities to be produced by each, and the 
prices at which the commodity shall be sold, as in 
the case of the so-called " vend " in the coal trade 
of the north of England. 

3. It may undertake, without purchase of the properties, 

or exercising other control over them, to purchase, 
and to sell at its own price all the produce of par- 
ticular mines or works, as in the case of the 
Societe des Metaux, 

4. It may take the form of an arrangement among 

producers to fix the proportions of the whole 
output to be contributed by each, and the 
uniform price at which that output shall be 
sold, leaving each concern perfect freedom in 
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dealing with its own customers within these 
limitations. 
5. It may, in addition to these provisions, arrange 
to "pool" all the orders that come into the 
market. 
The operations of rings, pools, and syndicates are gener- 
ally founded on the principle that it is desirable to limit the 
quantity of the given commodity to be regulated, and is in 
direct opposition to the axiom of Bastiat, that " the riches 
of men consist in the abundance of things." This axiom is, 
of course, referring to abundance in its widest signification, 
for the individual is no doubt favourably affected by scarcity. 
\ The seller is generally anxious that there should be a 
t limited supply in his own particular line, and scarcity is his 
beau ideal of what is good — for himself. 

In exposing the fallacies which underlie the pretexts for 
protection, Bastiat laid down the following aphorisms, which 
are fully as applicable to artificial attempts to create scarcity 
by operations of which the Salt Syndicate in England and 
the Copper Syndicate in France are familiar types — 

" A radical antagonism exists between the seller and the 
buyer. 

"The seller desires that the object should be of limited 
supply, and therefore scarce and dear. 

" The buyer desires it abundant, and therefore cheap. 
" The laws, which should be at least neutral, take the 
part of the seller against the buyer, of the producer against 
the consumer, of dearness against cheapness, and therefore 
of scarcity against abundance." 

The old laws of England rendered illegal all attempts to 
artificially reduce the supply, or raise the prices of necessary 
commodities. The practices so condemned were — 
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t 



1. Badgering, or buying in a market before the regular 
hour. 

2. Forestallingy or buying provisions on their way to 
market. 

3. Engrossing, or buying to sell again, in or near the 
same market. 

4. Regrating, or persuading persons from taking goods 
to market, and buying goods in large quantities to 

~ sell again. 

The Act 71, Geo. III., recited that " it hath been found 
by experience that the restraints laid by several statutes 1 
upon the dealing in com, meal, flour, cattle, and sundry \ 
other sort of victuals, by preventing a free trade in the 
same commodities, have a tendency to discourage the growth 
and enhance the price of the same ; " and consequently the 
old statutes were repealed. The Act 7 and 8, Vic, swept 
away forty of these old statutes at one stroke, for the same and 
kindred reasons. We shall see as we proceed, that the 
tendency of recent legislation in some countries, and notably 
in the United States, has been to re-impose such enact- 
ments — to restrain the liberty of individuals where its 
exercise was calculated to interfere with public interests in 
buying and selling. 

Some years ago I wrote, in words which I cannot now alter 
for the better, and which I am now as much as ever ready to 
adopt, that " the extraordinary development of the system 
P* I of establishing syndicates, or pools, or trusts, as they are 
euphemistically termed, for the purpose of monopolising the> 
supplies of a commodity that is in everyday request, and I 
thereby controlling the price at which it shall be sold to the 
public, has gone so far during the last year or two that it is 
not only an unmitigated nuisance, but it threatens to be- 
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c^OTxie, if it has not already attained to the proportions of, 
_ a. g^'ave public dang er. In whatever direction we may 
tvirn we shall find that attempts have been made, and in 
only too many cases have been successful, to obtain from 
•t\\e public by the power of capital, allied to good organisa- 
tion of details, much larger prices than they would have to 
pay under a system of unrestricted trade, and the natural 
operation of the laws of supply and demand. 

" It is natural enough that the appearance of this new 
force in our midst should excite apprehension and even 
alarm. A country like England depends almost for its very 
existence upon its means of purchasing, at a relatively cheap 
rate, all the commodities that it consumes. If those means 
are withdrawn from us, by rings or other combinations that 
are designed to raise the prices of the raw materials of com- 
merce to the manufacturer, of their food supplies to the 
people, of manufactured goods to the foreigner, of * all 
things to all men,' then, indeed, is England exposed to a 
risk compared with which our absolute renunciation of our 
policy of free trade would be but snjatl. The new force — 
the force of capital and combination acting in concert — is 
capable of doing infinite mischief. But it is also capable of 
achieving great good. The object of the economist, the 
politician, and the social reformer ought, therefore, to be to 
so control the new force as to minimise its power for evil 
and increase its power for good." 

There can be little doubt that the public conscience has If 
become, within recent years, much less tender than it for- 11 
merly was as regards the aiding and abetting of syndicated 1 
or regulated trade, and even " comers " have been talked of { 
with something very like approval, especially where they 1 
have been attended with a reasonable amount of success, i 
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the ill-starred fortunes of the copper ring, or Socikte de^ 
Metaux, notwithstanding. Men of business integrity and' 
influence have been more ready to ally themselves with 
such movements than formerly — so much so that the 
Saturday Review recently remarked, and with reason — 

"Twenty years ago — ten years ago perhaps, no great 
merchant or banker could have been found in England 
willing to risk his good name by association with any such 
enterprise as a trade ring — none who would have consented 
to share the profits of any kind of corner. But, apparently, 
the younger generation have looked upon the prodigious 
gains of certain American speculators — men who reckon 
what they jocularly call their * plunder ' by tens of millions 
sterling — and the spectacle has been too much for some of 
them. Conscious of all the necessary means of playing the 
same game — with heaps of capital to sustain it, perfect 
knowledge of the ins and outs, ample command of every 
variety of shrewdness and calculation, full facility of com- 
bination at home and abroad— it is not wonderful, perhaps, 
if some of our respectables began to ask themselves why 
they should not become Jay Goulds too. But inasmuch as 
they have yielded to the temptation, or are disposed to 
yield to it, it is a serious matter for the credit and safety of 
British commerce." 



\ 



\ 



CHAPTER II. 

COMBINATIONS REGARDED AS MONOPOLIES. 

Until comparatively recent times, monopolies of all kinds 
were " thick as autumnal leaves in Valambrossa," through- 
out the world. This was especially true of trade and 
commerce, which were the surest means of yielding the 
riches that mankind has always been prone to covet. 
Before the Christian era, trade had been monopolised by 
the Oriental kings.* In the middle ages it was usual for 
trades and industries to be the subjects of monopoly, by 
individuals who had started them, or by committees that 
possessed special facilities for carrying them on. Thus, in 
1348, all the tin mines in England were monopolised by a 
German. About the same time the woollen industry was 
monopolised by the weavers of Lincoln. A century later, 
the "king's merchants" are said to have monopolised all 
the known resources in alum, and this monopoly was con- 
tinued under a patent granted in 1505 by King Henry VII. 
Among patents granted to committees may be mentioned 
one for the regulation of rope-making, in the town of 
Bridport, Dorsetshire, in 1530,! and another limiting the 
manufacture of cloth to the inhabitants of Worcester, 
Evesham, Droitwich, Kidderminster, and Bromsgrove, upon 
the petition of these towns to be relieved from the competi- 

* Macpherson's "Annals of Commerce," vol. 1. pp. 168, 169, 178. 
t 21, Hen. VIII., c. 12. 
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tion of " divers persons, dwelling in the hamlets, thorps, arp.d 
villages of the said shire," who had "not only engrossejld 
and taken into their hands sundry farms, and becoirie 
graziers and husbandmen, but also make all manner ijpf 
cloths, and exercise weaving, fulling, and shearing withiia 
their own houses, to the great depopulation " of the towiAs 
named.* 

Macpherson t mentions one curious case of a monopoly 
being granted for the manufacture of coverlets for beds in 
the city of York, because "sundry evil-disposed persons, 
apprentices, not experts in that occupation, have with- 
drawn themselves out of the city into the country ; " 
while others made coverlets "neither of good stuff nor 
proper size," and hawked them abroad, " to the great deceit 
of the king's subjects." This ordinance, made in 1544, 
was in 1852 followed by one which secured to the city of 
Norwich, and to all other corporate or market towns of that 
county, a monopoly of the manufacture of " felt hats and 
thrummed hats, coverlets, and dornecks (diaper linen)." % 

Although it is not the object of the present work to enter 
at length into the history of mahufacturing and commercial 
monopolies, it is germane to the subject in hand to point 
out that in course of time they were felt to be a grievous 
burden, so much so that many attempts were made to 
restrain or annul them. In 1601, Queen Elizabeth cancelled 
most of the grants of this description made by previous 
sovereigns, for which she was awarded the thanks of Parlia- 
ment, and two years later. King James issued a proclamation 
ordering the annulment of several flagrant cases of the 

 25, Hen. VIII., c. 18. 

t "Annals of Commerce," vol. ii. p. 91. 

X 5, 6, Edw. VI., c. 24. 
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same kind. The latter monarch, however, was not con- 
sistent in his treatment of the evil. In the next year or 
two he not only granted many patents securing a monopoly 
of manufacture or sale to certain favoured persons, but he 
himself monopolised the manufacture of alum, tobacco, and 
finished cloth. So intolerable had the evil become in 
1609, that the king was obliged to revoke all his mono- 
polies by proclamation. This course had to be repeated 
again in 1624, when the increasing growth of monopolies 
was considered by Parliament; and once more, in 1639, the 
same course had to be repeated. There was, however, this 
excuse to be made for the monopolies of those days, that 
they were made a source of revenue for carrying on the 
government of the country, albeit they were probably, 
used more frequently for gratifying the reigning monarch's 
extravagant desires. 

Akin to the monopolies granted for carrying on manu- 
facturing industry were the patents granted to inventors of 
processes or appliances for the improvement of manufac- 
tures. It has, however, been recognised by all civilised 
countries, up to the present time, that this is a just and 
reasonable form of monopoly, and that to withhold it would 
be prejudicial to the public interest, in so far as it would 
restrain original research and discovery, and the general 
application of valuable inventions. One of the first patents 
naiped by Macpherson* was granted in 1618 to John 
Gilbert, for the sole manufacture and sale of an instrument 
which he called a water plough, and of an engine for drain- 
ing coal pits and other mines, t When monopolies were 
swept away wholesale by the royal proclamation of 1624, 

* "Annals of Commerce," vol. ii. p. 289. 
t Foedera, V., xvii., p. 102. 
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the king specially reserved the right to grant patents for 
fourteen years, "for new invented manufactures or arts, 
never practised before, and not being mischievous to the 
State, by raising the prices of commodities at home or the 
hurt of trade." * This ordinance was really the foundation 
of our patent laws, as they exist at the present time. 

Scarcely less hurtful than monopolies and patents to the 
free course of industry and commerce was the custom 
that prevailed in the middle ages, and up to comparatively 
recent times, of excluding from one country the produce 
and manufactures of another. This was a common method 
of punishing the country with which commerce was pro- 
hibited, and naturally such restraints led to reprisals. The 
.principal culprits were England and France, but the other 
nations of Europe were not free from the same absurdly 
archaic and illogical practices. Thus, for example, we find 
it stated that, in 1646, Louis XIII. of France ordered "that 
no kind of grain, wines, or pulse should be exported to 
England, nor from England to France, nor any cloths, 
serges, wools, lead, tin, stuffs, silk stockings, &c. — in a 
word, all commerce between the two countries was wholly 
prohibited." 

But, with or without monopolies, the business of the 
trader or manufacturer in the middle ages must have been 
attended with large profits. " The merchants of different 
countries," says Hallam, " became so opulent as almost to 
rival the ancient nobility," while "the trading companies 
possessed either a positive or a virtual monopoly, and held 
the keys of those Eastern regions for the luxuries of which 
the progressive refinement of manners produced an in- 

* 21, Jac. I., c. 3. 
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creasing demand."* Money commanded a high rate of 
interest. At Verona, in 1228, it was fixed at i2| per cent. 
At Modena, in 1270, it appears to have been as high as 20 
per cent. Philip the Fair, in 131 1, allowed 20 per cent, 
after the first year of the loan. The annual profit made by 
Venice on her mercantile capital has been reckoned at 40 
per cent. In England " commerce now became, next to 
liberty, the leading subject of Parliament," and from the 
accession of Edward III. the greater part of our statutes 
relate to this subject — " not always well devised, or liberal, 
or consistent, but by no means worse in those respects than 
such as have been enacted in subsequent ages." t 

In modern times the State has only granted monopolies 
for the public interest, as in the case of a railway, gas or 
water works, or other organisation in respect of which 
capital required protection against itself. 

The genius of the laws of most civilised countries is 
against monopoly, where the end in view can be secured 
without it . The concessions granted in remote, sparsely- 
populated, and ill-developed countries, with a view to 
tempting capital to undertake works of public improvement, 
are no doubt more or less of the character of monopolies. 
But as a general rule, monopolies are held in high disfavour 
in all countries alike, as being inimical to the ultimate wel- 
fare of the community as a whole. 

The ordinary course of trade, as now generally carried 
on, is the very antithesis of monopoly. The universal rule 
is free and unrestrained competition, qualified only by the 
influence of tariff duties in protecting to certain countries 
the supply, in a more or less complete degree, of their own 
requirements. 

* ** Middle Ages," chap. ix. part ii. t Ib.^ vol. ii. p. 385. 



20 TRUSTS, POOLS AND CORNERS. 

Necessarily, in certain cases where new industries are 
established, those who first engage in them have for a 
time something like a monopoly of the business. But as 
a set-off to this often doubtful gain, they have to find new 
markets for their products, as, for example, in the case of 
the aluminium industry, which was founded in this country 
a few years since by my friend, Mr Castner, on a modified 
process of his own, or in the case of the sodium industry, 
similarly founded. In these cases, the adventurers run 
the risk of failing to secure consumers of their products, 
and if they should be particularly successful in this 
endeavour, their monopoly soon disappears. 

Monopolies are often carried on, and attempted to be 
carried on by States, as well as by individuals. More than 
one European State makes the manufacture of tobacco a 
Government monopoly, and thereby not only increases the 
price of that commodity to the general consumer, but also, 
as a rule, limits the range of choice, and furnishes an 
inferior article. In 1886 Prince Bismarck attempted to 
secure the consent of the German Reichstag to a proposal 
to make the manufacture of brandy a Government mono- 
poly. He proposed to buy up at fixed prices all the raw 
spirits manufactured in the realm, and, after refining them, 
retail them at home, and export them to foreign countries. 
The idea underlying the proposal was that the State would 
thereby be enabled to regulate production, to grant or 
withhold licenses at pleasure, and to fix prices. The 
agricultural interest, on the other hand, proposed that the 
existing manufacturers should form a large association of 
distillers, the Government to forbid by law the creation of 
new distilleries; that the Government should pay them 
about 40 per cent, above the market price for what they 
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produced, to be gathered together in large tanks or 
magazines, and that from this price the existing tax on 
spirits, less 10 per cent., should be deducted, and an 
excise duty of 9jd. a litre be collected on the brandy 
delivered for home consumption. Neither proposal was 
adopted, but both are worth putting on record, as instances 
of how both the State and the individual seek to prey on 
the community. This principle will be found to underlie 
and to pervade all the various plans and projects that 
have been either proposed or carried into effect under the 
guise of syndicated trade. 

One of the most serious indictments brought against 
the modem syndicate or trust is that it is a monopoly, and 
as such ought to be restrained by law. But there are 
different varieties of the genus trust or combination, and 
they are not all designed to establish monopolies, nor 
have they always that effect, although it is indisputable 
that many, if not most, of them have that tendency. 

The Committee of the House of Representatives which 
inquired into the working of trusts in the United States 
in 1888, concluded their report with the opinion that/' , 

" while the trust mav be dangerous, and should be watche dX \y 
over by law, it did not necessarilv imply tnonopolv : th at I j*^- ^ 
combination has greater power of good and evil than in- ^ 
divid uals, but that its powerfor the latter is lessened b y ^\ 
t he discoveries of the ag e." The Committee held that 
" the severest penalties should be prescribed and enforced 
for every attempt at combination, the object of which may 
be monopoly or the enhancing of prices." 

While the syndicates or trusts that have been estab- 
lished in our own and other countries have not necessarily 
been monopolies, it is obvious that their objects were likely 
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to be the more successful according as they got the whole 
or only a part of the business syndicated into their own 
hands, and if the whole of the business in question was 
under their control, the organisation became a virtual 
monopoly in the country of its origin, subject, of course, to 
whatever influence in the direction of breaking it up might 
be exercised by imports from other countries. 

Thus, in the case of the Standard Oil Trust, in the United 
States, upwards of 75 per cent, of the total production of 
refined oil was under control. 

In the case of the Sugar Trust, 86 per cent, of all the 
sugar-refining capacity of the Atlantic Coast was under con- 
trol, including all the sugar refineries in the State of New 
York. As sugar is an article of universal and every-day 
use, clearly this amount of control involved a large degree 
of monopoly, the fruits of which were witnessed in a great 
advance of the price of sugar subsequent to the formation 
of the trust. On this point the report made on Trusts by 
the New York Senate significantly remarked that " no satis- 
factory explanation has been given of the cause of such 
advance, apart from the probability that the combination is 
able to put up prices at its pleasure." 

It is argued by the apologists for combinations like the 
Standard Oil Trust that combinations of capital and of 
persons, without any grant of exclusive privileges, are in no 
sense of the word monopolies. 

In this argument the word monopoly is narrowed down 
to its most ancient and restrictive meaning. It is perfectly 
true that in former days a monopoly was understood to be 
a grant by the Government for the sole buying, working, 
making, or using of anything. But in these days, the com- 
bination of individuals has the power to effect much more 
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in the way of monopoly, if certain conditions are fulfilled, 
than any evil that was ever done by Government inter- 
ference, because the area of operations has become so 
p;reatlY enlar ged. Not only so, but it is obvious that such 
organised monopolies, where successful, are much more 
subversive of general wellbeing than the monopolies which 
have been, and still are, due to Government interference. 
The monopolies granted to railway companies in this country 
are subject to the right of control by the State of all rates, 
fares, and other matters of concern. Hardly any monopoly 
is now established by State aid that is not similarly under 
control, with a view to safeguarding public interests. But 
wh ere a monopoly is created by individuals in the manu- 
facture or sale of a commoH ityj nn gnrh r^?T)t''Ol ^vi^tSj gn 
that the monopolists are left at liberty to make whatever 
t erms they choose with the user or consumer. This being 
so, it is conceivable that combinations of capital might b^ 
organised to control all the principal necessaries of life, and 
that the y might impose such a scale of charges upon t he 
consumer s of such commodities as would make it quite im - 
possible for poor people to procure subsist ence. Happily 
this state of things could hardly happen with wheat and 
some other commodities that are grown universally; but 
the tendency is apparent all the same. 

It is, however, necessary to discriminate between the 
combination that results in monopoly and the combination 
that is engaged in legitimate trade, although the dividing 
line between them may be as fine as a gossamer web. 
Combinations must not be condemned, simply because they 
exist as such. Corporations are often valuable and useful 
factors in the commonwealth, and undertake enterprises 
requiring large capital that could not well be carried out 
without them. 



CHAPTER III. 

LOW PRICES AND OVER-PRODUCTION. 

Most of the attempts that have been made to control prices 
have arisen out of the serious depression of business, and 
the impossibility of securing remunerative rates by natural 
operations. Similarly, most of the attempts made to limit 
[production have had their origin in the inevitable tendency 
of competition to induce production on the largest possible 
scale, which is found, as a rule, to be the cheapest method . 
What, then, are the remedies available for low prices and 
over-production? This is a subject that has often been 
anxiously and earnestly debated, but it has more frequently 
than not ended in academic discussion. Combinations 
have been the only really practical attempts made to translate 
such discussion into effectual action. 

Manifestly, if there were no such thing as over-production 
— in other words, if the supply of a commodity were always 
a little behind the demand — there would be no such thing 
as unremunerative prices, for there would be a competition 
for supplies that would be certain, in the natural order of 
things, to makie prices at least remunerative, and perhaps 
extremely profitable. 

On the 22nd of January 1889, I wrote in The Times as 
follows on this subject, as affecting industrial or manufactur- 
ing combinations : — " The industrial syndicate, in its most 
popular form, and its generally declared aims and objects, 

»4 
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is really a protest against, and a remedy for, over-production. 
The recent advances of science, and especially of applied 
science, in the concrete instances of textile, ironmaking, and 
other machinery, have multiplied the means of production 
far beyond the actual requirements of consumers. In a 
considerable number of our leading industries there is suffi- 
cient productive power available to provide for a very large 
increase on the shortest possible notice, which means that 
there is constantly unemployed a considerable amount of 
invested capital. This is a standing menace to industry, 
and an irremovable check to the improvement of trade. Let 
prices advance by ever so little, and production is at once 
developed so as to keep them down. This, on the whole, 
is good for consumers, because it guarantees that prices 
shall be kept moderately low, whereas, if the means of pro- 
duction were equal to the needs of consumers, and no more, 
prices would be subject to constant and violent fluctuations. 
It is not, however, satisfactory to manufacturers, and it has 
tended to keep profits abnormally low for a number of years 
past. In these circumstances the formation of a syndicate 
of manufacturers, each of whom is pledged to produce only 
a certain quantity, and to sell at a specified regulation 
price, answers just the same purpose as if the productive 
resources of the trade or industry, in so far as they were in 
excess of consumption, had been got rid of. In Germany 
there is a school of economists, headed by M. Kleinwachter, 
of Innsbriick, which even goes the length of maintaining 
that the State should form and regulate such syndicates, and 
should prohibit the erection of works in excess of the wants 
of the community. 

" Syndicated trade is neither more nor less than a revival 
or modification, under a new set of conditions, of the system 
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of protection. It is as much an infraction of the principles 
of free trade as the Customs tariffs of the United States or 
of the German Zollverein. In more than one respect, 
indeed, there is a strong family likeness between the two. 
A Customs tariff gives to the producers whom it protects the 
opportunity of charging higher prices than they would other- 
wise be able to command within the limits of the duties 
which it imposes. The prices fixed by a syndicate are 
similarly governed by the conditions of international com- 
petition, and must not be fixed so high as to give foreign 
rivals the chance of slipping in and occupying the home 
market. But a syndicated trade in a country with a pro- 
tective Customs tariiT is necessarily a different thing from a 
trade with regulation prices in a country like our own. In 
treat Britain the cases are comparatively few in which 
S3mdicates can do much for manufacturers in the way of 
raising prices, because our home markets are not protected 
by tariff, and a considerable advance of prices would be 
likely to admit the foreigner. In protected countries, like 
Germany and the United States, syndicates practically put 
an end to competition between home producers, and enable 
them to reap the full benefit of the higher prices in their 
own markets which the tariff secures against outside rivals 
and competitors. It is because there has, within recent 
years, been such an increase of productive resources in high- 
tariff countries as to lead to the same kind of free-fighting 
trade among home manufacturers as would occur in the 
absence of a tarifif, that syndicates have become so 
numerous." 

There is, however, a remarkable periodicity about the 
occurrence of acute industrial depression, and while at one 
time low prices are the rule, they become at other times 
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the exception. Every now and again production is over- 
taken by consumption, and thereupon there is a great rise ; 
but this does not last for long, because every one is in a 
hurry to take advantage of the higher range of prices, until 
comparative scarcity is resolved into an absolute glut. There- 
upon depression again becomes the order of the day, and 
an era of unprofitable business is once more ushered in. 

In a valuable study of this subject, issued some years ago 
by the United States Government,* industrial depression is 
attributed " First, to competition, or the attempts among 
manufacturers to undersell each other, by which they re- 
duced wages to a low average ; second, to the state of the 
currency and banking system, which afforded at one time 
undue facilities to over-trading, and again caused fatal re- 
vulsions in trade ; third, to the corn laws, as keeping up the 
price of bread by the exclusion of foreign corn, thus giving 
a monopoly to landowners, and forcing the foreign capi- 
talist to resort to manufactures instead of agriculture ; and 
enabling foreign manufacturers, from the cheapness of food 
abroad, and its dearness in Great Britain, to undersell the 
British manufacturer — results leading to the transfer of the 
cotton manufacture to America and to the Continent of 
Europe; and, fourth, to the faulty methods of manufac- 
ture.'' These earlier influences were, in later years, aided 
and abetted by another, which was probably more potent 
than them all — the over-production of commodities, due to 
the introduction of improved machinery in all staple manu- 
factures. With all the advantages that it confers in the 
way of improved and more economical production, machin- 
ery has brought about a very large displacement of labour, 

* "Industrial Depressions: First Annual Report of the United 
States Commissioner of Labour," p. 17. 
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which, so far as the labour displaced is concerned, tends to 
cripple the purchasing power of the community. 

Over-production would not of itself be necessarily a bad 
thing for the producers, were it not associated with compe- 
tition ; and with competition, as a rule, of a very anxious 
and fiercely-contested description. This competition im- 
mediately results in the cutting of prices, so that, in the 
struggle for orders, and in order to retain old customers, 
rates are quoted that are often far from remunerative. 

The function and aim of the modern syndicate or trust 
is to get rid of this competition over as large an area as 
possible, by limiting production, and making a common 
interest among producers. The end in view is not neces- 
sarily to advance prices. In the case of two of the most 
notable trusts on record — the Standard Oil and the Cotton- 
seed Oil trusts in the United States — prices were not ad- 
vanced, but, on the contrary, fell considerably. In both 
cases, however, the profits made were largely increased — 
due partly to the concentration of management and unity 
of action, and partly to improvements introduced into pro- 
duction and distribution. It may, therefore, be held that, if 
prices are not necessarily reduced, profits must be increased, 
or the object of the combination would not be realised. 

It is generally admitted that over-production is a great 
evil. If it were possible to remedy that evil effectually, 
without injury or mischief to other interests, a valuable end 
would be achieved. Hitherto, however, the only really 
effective method adopted for gaining that end has been the 
formation of a syndicate or combination of producers to 
regulate the output. 

" What, after all," says Bastiat, " is competition ? Is it 
a thing existing and acting by itself, like the cholera ? No. 
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It is evident that competition is liberty. To destroy liberty 
of action is to destroy the possibility, and, therefore, the 
faculty of choosing, judging, comparing — to destroy intelli- 
gence, thought, man himself. From whatever point they 
start, modem reformers always end here. To ameliorate 
society, they begin by annihilating the individual. . . . 
Rightly considered, every man in this world is responsible 
for providing for his own satisfaction by his own efforts. " 

Everything that Bastiat here contends for as desirable 
and valuable is necessarily more or less sacrificed by the 
only available remedy for over-production, except annihila- 
tion or bankruptcy. The cure is likely to be regarded by 
many, for that reason, as a good deal worse than the 
disease. 

One of the most obvious disadvantages incidental to the 
establishment of a union or trust for the regulation of pro- 
duction, or of prices, or both, is the almost inevitable 
stimulus that it gives to the increase of foreign competition, 
as well as of the means of production at home. As one 
example among many of how this influence operates to the 
detriment of the export trade of a country, the case of the 
English Bleaching Powder Association may be cited. This 
organisation was founded about the year 1884, and for six 
years kept down the quantity and kept up the price. During 
its existence the commodity under regulation was advanced 
so much in price that Continental countries were induced 
to^argely extend their means of production. In the case 
of France, which had formerly been a good customer of 
British manufactures, the means of production were so largely 
augmented, that the home output became practically suffi- 
cient for the wants of the country, and England lost a valued 
and important customer. 
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Not only so, but the raising of the cost of a commodity 
that is in every-day use has a tendency to cause customers 
to seek other sources of supply. When the question of 
forming a chemical union was under discussion in the 
autumn of 1890, it was pointed out that the mere prospect 
of the formation of such a syndicate had caused the price 
of caustic soda to advance by 25 per cent, or 30 per cent, 
above its former level, and that consequently orders which 
formerly came to English firms from the Baltic, the Black 
Sea, and other markets, were going to Germany, while 
German makers ^ere also likely to compete for the English 
home trade, which was one of great value. 

There must, of course, be limits, either natural or arti- 
ficial, to the extent to which foreign countries can wrest 
orders under such conditions. Where a commodity il^ 
produced in a country under peculiarly favourable circum- 
stances, as is the case with the iron ores of Cleveland, or 
the coke supplies of South Durham, it is possible that a 
regulated price may not help foreign nations, as against our 
own, provided that the regulated price is not too high. But 
this is not a general rule. In the great majority of cases, 
there is only a very narrow margin between the price at 
which English manufacturers can produce a commodity, and 
the price at which it can be produced abroad, so that a 
comparatively small rise of price will afford to the foreign 
manufacturers the coveted opportunity of acquiring a 
new market. In all such cases, the temporary gain 
of an artificially better price usually brings its Nemesis 
in the form of an ultimate disorganisation and loss of 
business. 

Mr S. C. T. Dodd, the solicitor to the Standard Oil 
Company, has made the following forcible remarks on 
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agreements to prevent competition and fixing prices and 
production under our present laws : — 

" It may still be asserted that it is contrary to common 
law to enter into arrangements or agreements to prevent 
or diminish competition, to lessen production, or to en- 
hance prices. 

"Made in that form, the proposition can neither be 
affirmed nor denied. If it is asserted that each and all 
agreements of that nature are illegal the statement is 
absurdly false. Our most ordinary and beneficial business 
agreements and arrangements have such tendencies and 
effects. If the assertion is that some such agreements and 
arrangements are illegal the assertion is correct And right 
here is the key to the popular misunderstandings relative to 
what the law is and ought to be on this subject. It is 
common to assert that the law forbids agreements in 
restraint of competition and to restrict production and 
to enhance prices, when the meaning and the truth is 
the law forbids some such agreements. The vice of the 
proposed laws is that they would prevent all such agree- 
ments, and thus make illegal the most essential business 
contracts. 

" The line between those that are legal and those that are 
illegal has never been clearly defined. If legislatures would 
define such a line they might be legislating to some good 
purpose. To get rid of the difficulty by invalidating all 
agreements to enhance prices, &c., is simple insanity. It is 
like declaring all agreements criminal, because some agree- 
ments are contrary to public policy. 

'* To render such agreements illegal there must be added 
an element of improper motive, chicanery or fraud. There 
must be a purpose to prejudice the public or to oppress 
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individuals by extortion or mischief. Or the combination 
or arrafigement must be of such a character as to prevent 
general competition, and to control prices to such an extent 
as to constitute a legal mbnopoly. 

"This is quite different from the proposition that all 
arrangements and agreements having the tendency to 
diminish competition or affect production and prices are 
illegal. * A party may legally purchase the trade and busi- 
ness of another for the very purpose of preventing competi- 
tion.' (Diamond Match Co. v, Roeber, io6 N. Y., 473.) 
* Excessive competition may sometimes result in actual 
injury to the public, and anti-competitive contracts to avert 
personal ruin may be perfectly reasonable.' (Homer v. 
Graves, 7 Bing., 735.) * Honest co-operation, though it 
might prevent the rivalry of parties, and thus lessen com- 
petition, is not forbidden by public policy.' (Atcheson v, 
Mallin, 43 N. Y., 147.) Chief Justice Shaw, in Com. v. 
Hunt, 4 Metcalf, 134, supposes the case of a number of 
persons, believing the price of bread too high, proposing to 
the village baker that if he did not reduce his prices they 
would set up a rival establishment and sell bread at lower 
prices. * It might be said and proved,' says the Chief 
Justice, ' that the purpose of the associates was to diminish 
his profits, and thus to impoverish him, though the ultimate 
and laudable object of the combination was to reduce the 
cost of bread to themselves and their neighbours. The 
same thing may be said of all competition in every branch 
of trade and industry ; and yet it is through that competition 
that the best interests in trade and industry are promoted. 
We think, therefore, that associations may be entered into 
the object of which is to adopt measures that may have a 
tendency to impoverish another, and yet, so far from being 
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criminal or unlawful, the object may be highly meritorious 
and public spirited.' 

" The law as it is corresponds with good business sense. 
Under the law as it is proposed to be, such an association 
would be criminal, inasmuch as it is an agreement, arrange- 
ment, and combination to fix, regulate, and reduce prices, 
and tending to force another out of business. 

"We might further suppose that the aforesaid baker, 
finding ruin inevitable as a competitor, proposed to join the 
association. Under the law as it is, this would be as legal 
as it is sensible. Under the laws proposed, it would be 
criminal, because it would be an agreement, arrangement, 
and combination having the effect and tendency to diminish 
competition. 

" Suppose, further, that the price of flour should rise, or 
that working men should demand higher wages, and this 
association, finding that it also must be ruined if it sold 
bread at the same price, agreed to advance prices to cor- 
respond with the increased cost of material and manu- 
facture, its object still being, however, to sell at the lowest 
profitable figure. Such action, under the law as it is, would 
be justifiable, and any other course would be blind idiocy. 
Under the proposed law it would be criminal, being an 
agreement to enhance prices. 

" Suppose, further, that prices being thus increased, con- 
sumption was lessened, and the association agreed to lessen 
their production of bread accordingly. This, under the law 
as it is, is an every-day occurrence in every man's business. 
Under the law as it is proposed to be, it would be criminal, 
because it is an agreement to lessen production. And if 
afterwards consumption should increase, and the association 
should agree to enlarge their bakery, and do a larger busi- 

c 
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ness than before, they would again be criminals in agreeing 
to fix, regulate, and limit production. 

" In Marsh v, Russell, 66 N. Y., 292, the Court says : 
* When business is carried on by a firm its members could 
regulate the price at which they would buy and sell. Sup- 
pose they had formed a partnership to buy and sell wheat, 
how can it be doubted that they could lawfully agree in 
their articles of copartnership that neither member of the 
firm should come in competition with the firm, and that 
wheat should not be purchased for more than a certain 
price, nor sold for less than a certain price? Such an 
agreement would certainly not upon its face be unlawful.' 
It is different, however, says the Court, when * there could 
be no apparent purpose for such an agreement except to 
prevent competition between the parties thereto.' 

" In Phippen v. Stickney, 2 Metcalf, 384, the rule is 
laid down that agreements to prevent competition are valid 
when they evince an honest purpose of carrying out a 
legitimate enterprise, but otherwise when the circumstances 
evince a fraudulent purpose. And Chief Justice Coleridge, 
in the late case of the Mogul S. S. Co., says 'the line 
between legal and illegal acts affecting competition is diffi- 
cult to draw, that if the acts are done wrongly or malici- 
ously, or in furtherance of a wrongful and malicious com- 
bination, they are actionable. Trade not being infinite, 
what one man gains another loses. But persons have a 
right to push their trade by all lawful means. Amongst 
lawful means is certainly included the inducing, by profit- 
able offers, customers to deal with them rather than with 
their rivals.'" 

A very interesting article on the subject of trusts, con- 
tributed by Professor Jenks to the Economic Journal for 
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March 1892, describes the statistical history of trusts in the 
United States, and points out that, whatever their avowed 
purpose may be, and although sometimes the trust may 
exist coincidently with a tolerably low range of prices, the 
general tendency of the system is to increase the cost of 
commodities to the consumers. The Sugar Trust, the 
Whisky Trust, and other trusts are quoted as notable 
examples of this*tendency. 



CHAPTER IV. 

THE FUNCTIOlSf OF THE STATE. 

Much has been written on the part that the Government of 
a State should play in reference to combinations designed 
to limit production, to augment prices artificially, to create 
a scarcity of a necessary commodity, or to injure by any 
similar means the interests of consumers, as such. The 
tendency of all such movements is to create monopolies of 
the worst kind, and in another chapter I have dealt with 
the subject from the monopoly point of view. But there 
are those who would go much farther than imposing pains 
and penalties against the worst evils of monopolies. The 
fact that monopolies tend to create scarcity and increase 
prices has always been cited against them, and used for 
their suppression, so that monopolists have had a hard 

//fight to maintain their existence. But there are obvious 
reasons why legislation, intended to keep down monopoly, 
should stop short of any interference with legitimate enter- 
prise, and should not make it entirely impossible to adopt 
what may be perfectly proper and much-needed expedients 

Uto cure the manifold evils of over-production and cut-throat 

'competition. 

The economic history of England up to about a hundred 
years ago is almost one continuous record of statutory inter- 
ference with the natural course of prices, either by granting 
monopolies, or by fixing by an arbitrary procedure the prices 
36 
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at which labour as well as commodities should be sold. 
Nowadays these sumptuary laws are universally reprobated,^ 
and modem nations have passed over from the extremist? 
forms of paternal government to a regime under which the i 
liberty of the subject is paramount, and the prevailing crfeed / 
is that the greatest service that the State can render to \ 
commerce and industry is to let them alone. The public ( 
are supposed to be strong enough, in matters of commerce 
at any rate, to look after themselves, and in a general way 
this view of the case is tolerably correct. The position 
which some German economists have taken up is, however, 
quite opposed to the theory just stated. It is even argued 
that the Government should interfere to prevent the multi- 
plication of the means of production beyond a certain fixed 
limit, and that the State should fix the minimum rate of 
profit that capital should earn. The sturdy, self-relian t I 
Englishman will certainly not adopt this view . The opera- - 
tion on an extensive scale of a system of rings or mono- 
polies, designed to increase artificially the cost of produc- 
tion, or to limit the quantity of any commodity that is 
available at a particular time, or in these or other ways to 
advance the price to the consumer and increase the profit 
of the producer, is, at the best, an anachronism in a country 
that is professedly wedded to the principles of free trade. 
For the effect of a successful combination of this kind is 
exactly similar to that which 'would be produced by the 
adoption of a national system of protection of industry, so 
far, at least, as the consumer is concerned. The main 
difference is that, under a national system of protection, 
such as that which we see operating in the United States, 
all important industries are alike participants in the sup- 
posed benefits resulting from the exclusion of foreign pro- 
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duce, whereas, in the case of the syndicated industry, the 
benefits, if any, do not travel beyond itself. Protection, as 
a general system, has, moreover, this much in its favour, 
that it allows labour, as well as capital, to share in its fruits,' 
whereas, in the case of a syndicated industry, the capitalists 
do not consider that any one outside their own immediate 
circle is entitled to participate in their gains. There are, 
of course, imaginable, and perhaps, in some cases, even 
actual limits within which the operations of a system of 
pools or monopolies of this kind would become intolerable. 
It is conceivable, although in the highest degree unlikely, 
that a pool of capitalists might buy up all the existing 
supplies of wheat, or potatoes, or other produce that is in 
every-day demand, and render its acquisition by the general 
public extremely difficult, and by a large section of the 
poorer classes all but impossible. But even when a syndi- 
cate has obtained full possession of all the available supplies 
of a commodity — or, in other words, has " cornered " the 
market — there are always at work, in a greater or less 
degree, influences which determine the possible limits 
within which prices can be successfully raised. Those 
are : — 

1. The competition of foreign countries. 

2. The purchasing power of the general public. 

3. The facilities and inducements presented to home 
competition. 

The first of these causes has already been referred to^ 
It is always at work with regard to the great majority of 
industrial or commercial operations. Whether it is in food 
supplies, in minerals, in textiles, or in general manufactures, 
there is always, in a free-trade country, a liability to have 
the objects of a trading syndicate defeated by the competi- 
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tion of foreign countries, if prices are artificially raised to a 
point that deprives the industry in question of the extent of 
advantage that it usually enjoys from its local circumstances. 
In the case of a protectionist country this advantage is 
invariably plus the extent of the protection, and plus also 
the cost of transport from the country that would be most 
likely to compete. In a free-trade country the artificially- 
created price must be kept much lower than in a country 
where prices are fixed by tariff provisions, and hence the 
United States could, in the great majority of cases, fix a 
much higher range of prices, under a pooling arrangement, 
than we in Great Britain could do, without being affected 
by the determinant of outside competition. Even, how- 
ever, in a country like the United States, natural laws have 
always interposed to prevent artificially-created prices from 
being maintained for any great length of time. The arei 
of the country, and the variety of its resources, are sucl 
that, even if outside competition were of no account as 
regulator of prices, the internal competition of one distri< 
or State with another would always compel a moderateh 
low range of prices. The United States have adopted more 
gigantic, and perhaps, on the whole, more successful indus- 
trial combinations than any other country in the world. 
We are told, indeed, that " every branch of hardware, from 
rails to carpet tacks, has its combination to keep up prices 
or restrict production. The cases are only too frequent 
where the combination pays certain mills for not running 
more than they could earn by running. For lumber and 
for paper, for cattle and for milk, for cartridges and for 
matches, in each business there is an organised combina- 
tion, fixing rates and often limiting production. The water- 
ways themselves, which, we are so often told, are to protect 
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us fiom the monopoly of the raihoad, have their rates fixed 
and their traffic pooled by combinations of greater or less 
influence, from the local barge association of some interior 
town to the great North Atlantic Steam Conference/'* 
! And yet the cases in which proved abuses have occurred in 
connection vrith this vast system of pooling and monopoly 
have been remarkably few. The Anthracite Coal Combina- 
tion, which was carried on for a number of years, was 
denounced by the Governor of the State of Pennsylvania as 
" a pool which has for long periods kept the mines nmning 
on three-quarter time, thus putting nearly 100,000 workers 
on what amounted to three-quarter pay," and as having, 
"by hindering competition, restricted the development of 
our great mineral wealth." For these reasons, it was pro- 
posed that the combination should be broken up by legis- 
lative enactment, but hitherto the force of public opinion 
has not been strong enough to bring about this result. As 
a matter of fact, the combination has not raised prices to 
such a point as to be a source of real grievance to con- 
sumers, and in spite of the existence of this powerful pool, 
the prices of both coal and coke in the United States are 
generally lower than in any other country.! It is the same 
with many other so-called trusts or pools. The Cotton- 
seed Oil Trust, the Fertilizer's Combination, the Western 
Whisky Pool, the Indiarubber Trust, the Sugar Trust, the 
Standard Oil Company, and many "others of that ilk" 

* Hadley's ** Railroad Transportation," p. 68. 

t Enormous quantities of small coal have been sold in the United 
States at less than 2s. 6d. per ton ; and coke for iron -making purposes 
has been sold over long periods at less than 5s. per ton. The average 
cost of the bituminous coal produced in the United States, as a whole, 
in 1889, was under 4s., and in many cases it did not exceed 3s. 
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have all been organised on k basis which, while it secures 
centralisation and economy of working, and often makes 
large demands upon the railway companies for low rates of 
transport, is yet without appreciable detriment to the public 
at large. 

So far as the public interest is concerned in or affected, 
by so-called " trusts " or combinations of either producers or 
sellers, I wrote in The Titm^ in 1 889 as follows : — 

"The success that has attended the application of this 
system has been so marked, and in some cases so pheno- 
menal, that there is a great temptation to carry it further, in 
the absence of any restraining influence. We may, indeed, 
if present appearances are not greatly deceptive, live to 
see the food that we eat, the clothes that we wear, the rail- 
ways upon which we travel, the ships in which we sail, and 
the labour which we purchase controlled by organisations 
of the kind named. The only element that is wanting in 
order to make the operation of the system of syndicated 
t rade universal is that of loyal consent on the part of ever y 
individual who would be likely to come into competitio n 
with the parties t o any particular combination. There is no 
reason why a combination of three or four manufacturers % 
should be more successful than one of three or four thousand, 
except that the proportions of the smaller body are more 
manageable, and the loyalty which is indispensable to the 
maintenance of such a compact is thereby more likely to be 
assured. The experience of syndicates or combinations 
has, howeyer, proved that, even over a wide area, embrac- 
ing many leading producers and industries, combination 
may be resorted to in such a way as to crush out competi- 
tion. The case of the Standard Oil Company in America, 
already referred to, is a case in point. It is now more than 
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twenty-two years since a small syndicate in the United 
States got hold of a new process for refining petroleum, 
which gave them an advantage over their competitors. The 
company did not, in this case, attain to its ultimate mono- 
poly by inviting rival concerns to join it, in order that com- 
petition might be extinguished, but it compelled its rivals 
to join its ranks or to withdraw from the field by selling at 
prices with which they could not compete. This process, 
which was really that of the survival of the fittest up to a 
certain point, ultimately gave the Standard Oil Company 
the control of nearly all the refineries in the United States, 
whereupon they were able to dictate the prices that should 
be charged in each district, and throttled all independent 
competition. It has never, however, been alleged that the 
public, as such, has suffered by this particular case. On 
the contrary, prices have declined rather than advanced, the 
quality of the oil has been improved, and it is even doubtful 
whether the public would have been equally well served 
under a system of free competition. But there have been 
notable examples of a different character. The copper ring 
ran up the price of copper to double what it had been under 
a system of free competition. The cost of tin was in a 
similar manner advanced, at a bound, to an almost prohibi- 
tory price. What, therefore, is wanted, in order to relieve 
the public mind from the disquietude that is produced by 
operations of this kind, is a guarantee that, while the rights 
of the individual shall not be unduly restrained, those of the 
community shall be respected and preserved. It may be 
doubted whether it is a right of the community that it shall 
be protected from the rapacity of pools, rings, or comers 
that operate in a legitimate way. This, however, may be 
taken for granted under certain conceivable circumstances, 
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as, for example, the * cornering ' of wheat or other neces- 
saries of life, so as to make it impossible for all but the rich 
to purchase supplies. The rest is only a question of 
degree." 

Following up these remarks, I cannot do better than re- 
produce the following observations that I made on the 
function of the State in reference to this subject : — 

" In considering how far the interposition of the State is 
called for, we must not forget, first of all, to distinguish 
between the rings that are carried on for the legitimate 
purposes of trade — that is, primarily, to secure a reasonable 
profit for the producers — and the rings that are contrived for 
the purpose of buying up all the existing supply of a com- 
modity, and thereupon demanding prices that are out of all 
relation to the cost of the product. The first is legitimate 
business ; the second is speculation pure and simple. The 
industrial combination which seeks to temporarily alleviate 
the evils of over-production by pooling the business at prices 
that leave only a fair profit to the producers pursues methods 
which are, indeed, open to exception, and perhaps even to 
grave condemnation, but often as the lesser of two notorious 
evils, and only with the object of obtaining that to which its 
members are entitled, but which they cannot otherwise 
command — a reasonable profit in the pursuit of their trade. 
The commercial syndicate is usually without a conscience 
or a legitimate aim, and seeks only to * fleece ' the public to 
the utmost extent of its power. 

" While, therefore, there is a wide difference in character,! 
in methods, and in aims, between these two typical forms ofl 
the modern trade combination, both are alike amenable tol 
the laws that prohibit any association of individuals for thell 
purpose of raising prices. In the United Kingdom this^ 
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offence was formerly dealt with, under the old statutes re- 
lating to forestalling and regrating, in the severest possible 
way. The conspiracy laws still in operation are probably suffi- 
ciently comprehensive to bring offenders within their meshes. 
In France the Penal Code (Article 419) prohibits any com- 
bination for the purpose of raising or lowering prices, under 
the penalty of at least one month's imprisonment and a fine 
of 5 oof. to lOjOoof. In the United States, Congress was 
recently called upon to inquire into the constitution of some 
of the existing trusts or pools, with a view to legislation that 
would enable them to be controlled, if not entirely pre- 
vented. In Germany there is not, in practice at any rate, 
any legislative bar to syndicated trade, and syndicates, 
therefore, flourish apace. All countries, however, have had, 
or are having, the attention of their chief economists and 
statesmen directed to the advance of the movement and 
the evils which are threatened thereby, so that we shall 
probably before long hear more of the matter. How far is 
the State likely to go? Will the individual still be per- 
mitted to bring into play all the vast power with which un- 
limited command of capital and skilful organisation can 
endow him, in order that he may enrich himself at the 
expense of the community by a coup de main, or will he be 
restrained in the exercise of this power in some limited 
degree? And, if restraint is to be imposed, where is the 
line to be drawn ? Will the State determine what is a fair 
rate of profit per ton to the manufacturer of pig-iron or 
steel rails, and fix his powers of combination within those 
limits ? If so, what hypothetical standard can be adopted, 
eeing that no two manufacturers are in precisely the same 
leconomic circumstances ? Again, how can the State reason- 
ably interfere with the means taken to secure profits for the 
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manufacturer, seeing that it will not, and, indeed, could not, 
relieve him of his losses ? These considerations suggest a 
few only of the great cloud of difficulties that would be 
likely to arise in attempting to legislate on a question of this 
kind. Bad, therefore, as the alternative of leaving the public 
at the mercy of such organisations may appear, any legisla- 
tion that would have the effect of tying the hands of the 
capitalist, and thereby checking legitimate enterprise, would 
possibly, in the long run, make matters worse." 

In another chapter I have dealt with the special legisla- 
tion proposed or attempted in the United States with the 
view of checking the movement for the establishment of 
large industrial and distributive combinations. One of the 
most important of these — the Sherman Anti- Trust Act — 
has not hitherto been mentioned. This measure has been 
more debated, more praised, and more abused than any 
other measure of its kind hitherto brought forward in the 
United States. The avowed object of the act is the laud- 
able one of " protecting trade and commerce against unlaw- 
ful restraints and monopolies." There was a great deal of 
hostility and opposition to the act, but it ultimately became 
law in a modified form, and the Government of the United 
States at once proceeded to institute prosecutions under its 
aegis. The Whisky and the Sugar Trusts were two of the 
first to be brought to book. But the fear of being made 
the victims of suits for personal damage has apparently 
slackened the zeal of those who are immediately responsible 
for carrying • out the provisions of the law, and another 
obstacle that has stood in its way has been the absence of 
adequate appropriations for meeting the expenditure which 
the law entails.*'*" 

* It is one of the curious phenomena of American jurisprudence that 
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Action has, however, been taken under the Sherman Act 
in a few notable cases — one of them the case of the 
Mississippi lumbermen. 

The members of the Mississippi Valley Lumbermen's 
Association were prosecuted in the Federal Courts recently 
under the Sherman Anti-Trust Law, on an indictment 
charging them with having made an agreement and con- 
spiring together to advance the price of common pine 
lumber to $11.50 per 1000, which was 50 cents more than 
the prevailing price. Judge Nelson, sitting in the United 
States District Court at St Paul, sustained a demurrer to 
the indictment, holding that, in order to show an offence 
under the statute, it must be alleged that the accused con- 
spired together to advance the price of some commodity, 
actually had advanced it, and had a complete monopoly of 
the trade in the given article within the affected locality ; 
that the advance must also be above a just and reasonable 
price, and that if the conspiring parties do not have a com- 
plete monopoly, the competition of other dealers will compel 
the advanced price of an article to go to its proper and 
reasonable price. In giving judgment he further said : 
" While it may be true that some of the dealers might 
attempt to induce purchasers to be governed by the price 
fixed in their locality by the parties to the agreement, and 
try to keep up prices, yet competition in the commodity 
would soon bring the price down unless there were fraudulent 
or coercive means resorted to for the purpose of restraining 
other dealers, and preventing them from exercising their 
own judgment as to prices. An agreement between a 

every Government official incurs penalties for expenditure in excess of 
specific appropriations, so that a law may be practically inoperative, if 
enough money has not been voted to carry out its provisions. 
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number of dealers and manufacturers to raise prices, unless 
they practically controlled the entire commodity, cannot 
operate as a restraint upon trade, nor does it tend to 
injuriously affect the public. Unless the agreement in- 
volves the absorption of the entire traffic in timber, and is 
entered into for the purpose of obtaining the entire control 
of it for extortionate objects, it is not objectionable to the 
statute, in my opinion. Competition is not stifled by such 
an agreement, and other dealers would soon force the parties 
to the agreement to sell at the market price, or a reasonable 
price at least." In this case, therefore, which was one of 
the first tried under its provisions, the operation of the Anti- 
Trust Law was not such as its author and promoters intended. 

Nevertheless, the Department of Justice has for some 
time been engaged in collecting evidence against the 
principal trusts in the United States, and it is understood 
that more definite action will be taken by and by. A 
recent announcement was made to the effect that this 
evidence "lacks legal completeness," and that "several 
important links are missing to constitute such legal evidence 
as would enable the Government to succeed in a prose- 
cution. But the matter has by no means been hung up 
indefinitely. In July 1891, a circular letter was issued by 
the State Department to all the district attorneys through- 
out the country, instructing them to "examine this (the 
Anti-Trust) law carefully with a view to ascertain whether it 
is being violated within your district," and requiring them, 
in such a case, to use their best efforts "to indict and. 
prosecute the wrong-doers, as well as to enforce the law by 
civil proceedings, as provided in the act." 

Perhaps the most important case hitherto taken up under 
the Anti-Trust Law is that known as the Tennessee case. 
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This case is so important, as bearing on the future of 
trusts in the United States, that its history may briefly be 
set down. 

The Jellico Mountain Coal and Coke Company was 
mainly operated in Kentucky, and its output was sold to 
the Coal Exchange in Nashville, Tennessee, the members 
of the exchange agreeing to rule the trade, and keep out all 
non-supporters who mined coal. They fixed the rate of 
freight handling and percentage, and formed a " combine^' 
without let or hindrance. 

Five months after the passage of the Anti-Trust Act, the 
Government made application for authority from the Circuit 
Court of Middle Tennessee to seize the coal and restrain 
the exchange from continuing its business. The court 
denied the application on the ground that the plaintiff (the 
United States) showed no disposition to file an indemnify- 
ing bond in the event of its being shown that the charge 
was not sustained on legal inquisition. The court held, 
in denying the Government's attempt to use its author- 
ity in such a way, that harm done to individuals would be 
serious and real, and they would be without redress from 
such arrogating proceedings, whereas the Government would 
not suffer in the caiise of justice if it waited until it could 
proceed in due form. 

Next year, in 1891, the Government got possession of 
the agreement between the members of the exchange and 
the mines, and this was in evidence, showing conclusively 
that it was a combination, and plainly in violation of the 
Anti-Trust Act, passed in July 1890. The defence had 
nothing to urge in support of its position, save that the act 
was unconstitutional. The Government gained its suit, and 
the exchange was required to restrain its operations within 
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the ordinary methods of dealing in coal and coke. " Since 
then," sententiously remarks a chronicler of the case, " the 
coal combines have not left their agreements lying around 
for the United States district attorneys to pick up." 

Among other cases that have been taken up under the 
Anti-Trust Law, mention may be made of the combination 
of distillers and cattle-feeders in Massachusetts, against the 
officers of whom indictments were found, the Sugar Trust 
in the Eastern district of Pa., the Butterine Trust, and 
several others, while many different cases were " on the file." 
It appears to be probable, therefore, that before long the 
American trust will have to fight hard for its existence, and 
we may even be called upon to chronicle its entire dis- 
appearance from the field of industrial operations. 
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CHAPTER V. 

THE LIMITATION OF THE VEND IN THE NORTH OF 

ENGLAND COAL TRADE. 

One of the most important, and, on the whole, successful 
combinations that have ever been established in the United 
Kingdom for keeping up prices and restricting competition, 
was that known in the history of the North of England coal 
trade as " the vend." This combination, which was limited to 
the counties of Durham and Northumberland, at a time when 
these counties produced nearly, if not quite, one-half of a^l 
the coal raised in the country, was carried on, with occa- 
sional, but seldom long-continued, interruptions, for a period 
of about seventy years. 

The "vend" was established in the year 1771, for the 
purpose of securing for the coal-owners in the two counties 
already named, the advantage of a permanently and uni- 
formly higher price, and the chief means adopted to this 
end was to restrict the production at a time when coal was 
coming into much greater demand. Matthias Dunn states 
that "after 1773, the influx of colHeries produced such an 
over-supply that regulation was imperatively called for." * 

This organisation had the effect of greatly increasing the 
cost, not of coal only, but of many other commodities. 
Within ten years the wages of miners had increased some 
50 per cent. Iron, leather, ropes, timber, and powder were 

 " View of the Coal Trade of the North of England." 
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all largely advanced in price. The Parliamentary Com- 
mittee of 1800 reported that the increased cost of working 
coal between 1792 and 1800 was not less than 9s. lod. per 
Newcastle chaldron (thirty-six Winchester bushels), includ- 
ing leading charges, materials, and other items of outlay, as 
well as labour. The coal-owners were accustomed to meet 
each year, and fix what was called the basis of the vend — 
that was, "an assumed quantity to establish the scale of 
proportion " between the Tyne and the Wear. The basis 
was a purely arbitrary one, and in practice it was often 
exceeded. Meanwhile, however, prices were kept up to a 
point that had previously been all but unknown. The 
Parliamentary Committee of 1800, after taking a great deal 
of evidence relative to the conditions under which the com- 
bination of coal-owners in the north was carried on, recom- 
mended that stringent measures should be taken to put 
down the organisation, and to encourage the use of inland 
coal. Sixteen years previously an Act of Parliament was 
passed against unlawful combinations to advance the price 
of coal. This Act provided that any number of persons 
above five buying and re-selling coal should be punished by 
indictment. The northern combination, however, was not 
thereby annulled. It continued in existence until other 
circumstances, inherent to the trade itself, brought about its 
dissolution. The trade had, in point of fact, become too 
large and too widespread to be easily manageable. When 
the coal combination was constituted in 1771, the coal 
trade of the United Kingdom was almost entirely limited 
to the great northern coalfield. The sea-sale, or export, 
collieries, were in very few hands. So lately as 1810 there 
were only thirty-four such collieries in the North of England, 
producing a total quantity of 1,333,000 chaldrons. In 
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the same year there were thirty-five land-sale, or inland, 
collieries, which produced only 147,000 chaldrons. It was 
a comparatively easy matter to regulate so small a trade, 
while other districts were as yet too much in embryo to 
offer serious rivalry. 

In the ante-railway period, when the great northern coal- 
field, by virtue of its prestige, its rare natural resources, and 
its contiguity to the sea-board, could almost command a 
monopoly of the export trade, both foreign and coast-wise, 
there was little difficulty found in the working of this com- 
bination, which aimed at keeping up prices by limiting 
supply. But when the growth of the railway system enabled 
other coal-fields to come to the front, and even to rival 
Durham and Northumberland in markets that had pre- 
viously been the almost exclusive monopoly of these 
counties, the difficulty of maintaining a protective tariff of 
prices became insuperable. There were, besides, dissen- 
sions and disloyalty within the camp. Inequalities in the 
" basis," or quantity of coal allowed to be vended by each 
colliery, were complained of. The committee who managed 
the affairs of the "vend" were alleged to be remiss in 
enforcing the regulations provided for the punishment of 
those who did not strictly adhere to the terms of the com- 
bination. A number of coal-owners were found to have 
lowered the price of their coals, to induce more trade, con- 
trary to the arrangements of the committee. But the main 
and immediate cause of the " vend " being broken up was 
the unprecedented accumulation of " overs " and " shorts," 
the former being the quantities produced in excess of the 
vend allowed by the committee, and the latter the quantities 
under the regulation allowance. It was found, when stock 
was taken in May 1845, ^^^^ ^^^ " overs " were as follows : — 
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Tons. 
The Tyne, with Hartley and Blyth, . 108,680 

The Wear, 76,056 

The Tees, 15,227 



Total, . . . .199,163 

The " shorts " at the same time were as follows : — 

Tons. 
The Tyne, including Hartley and Blyth, 216,837 

The Wear, 163,946 

The Tees, ...... 95><9o 



Total, .... 475»973 

In 1844-5, there was a great strike of pitmen in the 
North, and to this fact was attributed the very diversified 
and unequal state of the "shorts" and "overs," which 
rendered futile the endeavours of the committee to appor- 
tion the supply to the demand, and thus secure remunerative 
prices, without which the continuance of the regulation 
ceased to be either advantageous or desirable. Under the 
regulation "vend" it was found that the amount due as 
penalties in respect of the above overs was not less than 
;£'49,79o, which the committee proposed to reduce to 
;^29,874, and the latter amount they proposed to pay over 
to those having " shorts," the aggregate of which was con- 
siderably more than double the amount of the "overs." 
It may be added, as an instance of the want of discipline 
and loyalty that preceded the complete dissolution of the 
vend, that upwards of ;^ 10,000 was claimed from three 
coal-owners in respect of their "overs," or excess of the 
quantity allowed to be vended. At a meeting of the coal 
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trade, held at Newcastle on the 13th May 1845, the regula- 
lation was formally declared at an end, and steps were 
taken to wind it up. 

It was only to be expected that when each coal-owner 
found himself at liberty to produce as much coal as he 
pleased, and to sell at such prices and in such markets as 
suited his own inclination or convenience, there should at 
once arise a desperate struggle for a first place. A free 
fighting trade was established throughout the whole of the 
northern coal-field, and the coal-owners engaged in the un- 
profitable game of "beggar my neighbour." About this 
time the late Mr Joseph Pease stated in Parliament that he 
had given away over 10,000 tons of coal to mend the roads 
with, the price obtained in the London and other markets 
being so low that they would not pay the cost of freight. 
Other coal-owners bore similar testimony. 

Various expedients were proposed with a view to afford- 
ing relief to the trade. It was recommended that the 
system which then prevailed of selling coals to buyers in the 
North should be abandoned, and that all coals should be 
sent direct to London, and sold, so as to avoid the loss 
suffered by the coal passing through two markets, experience 
having shown that this system had an inevitable tendency 
to reduce the higher market to the level of the lower. A 
scheme was also launched for the construction of a coal 
railway between Newcastle and London. It was promised 
in the prospectus of this undertaking, that it would enable 
the North country coal-owners to supply the metropolis with 
coal 20 per cent, cheaper than it was supplied by sea, while 
it was anticipated that, by the entire exclusion of passenger 
traffic, the risk of accident would be greatly diminished. 
It was, moreover, declared that the experiences of the 
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London and Birmingham Railway proved that coal might 
be brought the entire distance from the northern collieries 
to London at one-half the cost of conveyance by ships, and 
still leave a profit of ro per cent, upon a capital of 
;^5 ,000,000 sterling ! 

But every scheme, expedient, and remedy projected or 
attempted with the view of bolstering up the coal trade in 
the dark days of 1846-47 paled its ineffectual fires before 
the proposal to confederate all the coal-owners and collieries 
in the North under one company and under one manage- 
ment. This concern was to bear the name of the London, 
Durham, and Northumberland Coal Company. Its pro- 
spectus, privately printed, is now before us, and bears date 
February loth, 1847. It was estimated that the aggregate 
capital of the Company would be about sixteen millions 
sterling, but no money was to be required from the share- 
holders, who, on assigning their respective collieries over to 
the Company, were at once to receive the amount at which 
they had previously been valued in the shares of the Com- 
pany. As a reason for the carrying out of such an unusual 
project, it was stated that for the two previous years the 
coal trade had been in a very depressed state, the coal- 
owners had been suffering loss instead of profit, and each 
was participating in the general ruin which he fondly hoped 
would fall only on his neighbour, so that while the consumer 
derived little benefit from the depreciation, he paid dearly 
for it when the natural and inevitable reaction took place. 
In the meantime, the intermediate class made a profit of 
every fluctuation which it became its interest to promote. 
" If," it was added, " this ruinous system continue much 
longer, many collieries will be closed, and those vhich 
survive would seek to make up their losses by charging 
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exorbitant prices for the limited quantity they would supply 
to the public." It was, however, anticipated that " these 
high prices would speedily induce competition, which would 
reduce them again to a losing level, and the coal-owner 
would sufTer even greater loss than that previously experi- 
enced." It can hardly be necessary to add that, although 
the scheme promised that the coal-owners would " at once 
derive a profit, instead of any longer incurring the loss 
under which they have recently suffered," and although it 
offered the advantage of a steady range of prices, " while 
the owners, by receiving a fair remuneration for their 
capital, skill, and labour, would be enabled to continue 
their operations, and provide a regular and ample supply," 
it came to grief almost before it had fairly taken shape, and 
it will only be remembered in the time to come as a 
flagrant violation of the first principles of political economy, 
and a failure as gigantic as the project out of which it 
arose. 

Numerous other expedients were suggested during the 
year 1847, and iij succeeding years, to keep up the prices of 
coals, and one arrangement after another was made among 
the coal-owners for that purpose, but all of them ultimately 
fell through from their want of adaptation to the circum- 
stances of the trade. The coal mining industry of the 
North of England had become too gigantic a thing, and 
was allied to too many other interests, to render possible 
any successful attempt to protect it or make it a monopoly. 
And if it was impossible then, it has surely become much 
more so now, when the trade has almost trebled in extent 
and importance, and has to confront a keen and watchful 
rival on every side. But while the coal trade has altered in 
this respect, it has undergone a change in another direction 
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which it is much more pleasing to pursue, and from which 
much more hopeful auguries are expected. 

The depression of 1844-47 led to serious disputes, 
terminating in a -lengthened suspension of labour 
between employers and employed. The strike of 
1844 IS one that will live in the annals of the trade 
long after the generation that witnessed it has been 
gathered to its fathers ; it commenced on the 5th of 
April 1844, and laid idle for a period of eighteen weeks 
almost every colliery in Durham and Northumberland. 
The men resumed work after enduring much misery and 
privation, and although they did not succeed in securing 
an immediate redress of the grievances which induced the 
struggle, their efforts bore ultimate fruit in the awakening 
of public sympathy on their behalf, and the redress of their 
worst grievances by Parliament. The present generation 
has improved upon all this. The state of the miners 
generally, and of the Northern miners in particular, is very 
different to-day to what it was in 1844. Then it was 
calculated that the total number of men employed about 
the collieries of Durham and Northumberland was 33,990, 
of whom 15,556 were on the Tyne, 105 1 about Blyth, 
13,172 on the Wear, and 42 11 on the Tees and in South 
Durham. Now, or at any rate very recently, there were 
on the books of the Durham Miners' Union alone, 55,000 
men ; and in the Northumberland Miners' Association 
1 7,000 men ; the total number of men employed about the 
collieries of the two counties being estimated at over 
123,000. Numerically, therefore, the miners are stronger 
than they were thirty years ago ; but the experience of 
recent years, with one or two memorable exceptions, has 
shown that a suspension of labour, or, indeed, any other 
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form of forcible resistance, is deprecated by the sound and 
sensible few. 

The collieries in the North of England, during the greater 
part of the time the vend was in existence, were considered 
equal to producing more than twice the quantity of coal 
actually required ;* there was, therefore, every inducement 
to keep up prices by creating a condition of artificial 
scarcity. But the greatest possible difficulty was found, 
nevertheless, in keeping the combination together, owing 
mainly to the impression on the part of some of the colliery 
owners, that in fixing the quantities to be produced, they 
were not fairly dealt with. The "regulation" did, as a 
matter of fact, come to pieces in 182 1, and again in 1826, 
1829, and 1833. The committee of 1830 found that there 
were then sixty collieries in the great northern coal-field, 
and yet when, in 1828, competition was increased by the 
discontinuance of the regulation, prices fell so low that 
many collieries suspended operations altogether, and in the 
opinion of some of the witnesses the then current prices, 
based on 12s. gd. per London chaldron t to the coal- 
owner at the pit's mouth, was required to carry on the 
trade with any profit. During 1833 the coal trade of the 
North was open, and at this time, it is stated, coals became 
so great a drug on the market, that the owners could hardly 
realise i8s. per Newcastle chaldron for them. This was 
about 4d. per cwt., or 6s. 8d. per ton. The average selling 
price of coal in the North has of late years been much less 
than this, but coal was subject to many charges at that 
time that it does not now bear. Consumption was greatly 

* Dunn on the Coal Trade, p. 74. 

+ The London chaldron theoretically contained 35,569 cubic feet, 
and weighed 27 cwt. The Newcastle chaldron weighed 53 cwt. 
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restricted by heavy duties, alike for over-sea and coasting 
coal. Upon round coal and nuts there was a duty of 1 7s. 
per Newcastie chaldron, while the coasting duty was 9s. 4d. 
on round coal to the 5th April 1824, and 6s. from that 
date to April 1826. A well-known authority on the trade 
informed the Parliamentary Committee of 1830, that "if 
the coasting and foreign duties were abolished, the demand 
for coal would so increase that regulation would not be 
wanted." Indeed, in spite of the higher prices induced by 
the limitation of the output, the cost of producing the 
diminished quantities was so great that Mr John Buddie, 
one of the best known coUiery engineers of that period, 
asserted that five per cent, was the average rate of profit 
earned in the coal trade, after returning the capital. 

The frequent break-down and resumption of the combina- 
tion in the coal trade of the North caused great instability of 
prices, and great uncertainty in all the operations and 
prospects of the coal-owners. Thus we find in 1827 the 
average vend price of what was known as Wear Wallsend 
was 36s. 6d. per London chaldron; for the next four years, 
excluding 1829, when there was free trade, the price aver- 
aged 34s. 6d. In 1833, ^^^^ trade reduced the price to 
i8s., and in 1834 the regulation raised it again to 26s., 
which, in the following year, was still further raised to 28s. 
The quantity vended was subject to similar fluctuations. 
Assuming 1000 tons as a basis, the vend permitted in 1827 
was 720 tons; in 1828, 811 tons; in 1830, 835 tons; and 
in 1834, 645 tons. 

The various Parliamentary Committees that sat to in- 
quire into the condition of the coal trade between 1830 and 
1836, were apparently greatly perplexed as to the view they 
should take as to the coal trade combination. Nor is this, 



6o TRUSTS, POOLS AND CORNERS. 

perhaps, surprising, considering how conflicting was the 
character of the testimony offered on the subject. Mr 
Nicholas Wood, one of the most enlightened and capable 
men that the coal trade has produced, informed the Com- 
mittee of 1836, that in his opinion the then price of 26s. 
per Newcastle chaldron " left an extravagant profit to the 
coal-owner, and had been one of the causes of the strike 
among the workmen."* Mr Buddie, on the contrary, 
stated that since the trade had been regulated, the work- 
men had given less trouble than before. The Committee 
of 1836 went no further than to report to Parliament that 
" the whole system of combination was worthy attention," 
and recommended that " every means of promoting a new 
supply be encouraged, as furnishing the most effectual 
means of counteracting the combinations of the coal-owners 
and factors." The regulation did not mend as it grew 
older. Prices continued to fall, in spite of the reduction of 
output, as the area of competition became widened ; and 
during the three years ending 1843, ^^^ collieries in the 
North were not producing one-half of their normal output. 
Mr Matthias Dunn wrote in 1844, that " the evil of regula- 
tion heretofore has been the limited quantity allowed to 
each colliery under the abridged trade, but this has been 
felt more severely by the long-worked and smaller collieries, 
where, in many instances, the quantity has been so limited, 
and the price so depressed, that nothing but a losing trade 
could result ; and a strong feeling has prevailed that their 
relief could only arise from a concession of the quantities 
disposed of by great and highly-valued collieries for the 
general good. This feeling has been so urgently advocated 

* Several strikes of colliery operatives, or ** pitmen," took place in 
the North between 1834 and 1846. 
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that the present regulation agreement contains a clause for 
a general revision and settlement of the basis of every 
colliery in the trade — every individual thus satisfying him- 
self with the hope that such general review will benefit him 
at the expense of others." 

Two of the greatest conceptions of modem times in the 
direction of " pools " or " rings " were those projected in the 
year 1888 to syndicate the coal trade and the flour trade of 
the United Kingdom. These attempts, or rather ideas, for 
the matter did not in either case pass beyond the stage of a 
proposal — aimed at nothing short of the practical control of 
two of the greatest articles of every-day necessity and use, 
and they are now mainly interesting in so far as they indi- 
cate the bold and daring character of the aims and plans 
that are put forward by the syndicate-mongers and ring- 
traffickers of these latter days. 

The proposal to establish a coal pool that would embrace 
and control all the collieries in the United Klingdom, or at 
least in Great Britain, was one that not unnaturally attracted 
a good deal of attention at the time it was talked about, 
although it never went the length of a serious discussion of 
terms. A writer in a leading newspaper remarked on the 
proposal that the general impression was undoubtedly adverse 
to the possibility of founding such a huge monopoly, not 
only on the ground of- the difficulty of providing the neces- 
sary capital to work the scheme, but also on the ground 
that it would be practically impossible to obtain the neces- 
sary amount of co-operation and cohesion over so wide an 
area. There is, however, no insuperable objection on the 
first score. There are two ways of working a syndicate of 
this kind — it may be worked as the result of a common 
agreement among all the parties engaged in the industry 
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affected, or it may be carried on as the result of the actual 
acquisition of all the operative works or mines in the 
country or district to be syndicated. The former is the 
more general and the more feasible system of the two, and 
in the case of the rail trade, the sugar trade, and other great 
trades it has been found to work without much difficulty. 
The Standard Oil Company in the United Sjtates and the 
Salt Syndicate in this country have, however, proceeded upon 
somewhat diflferent lines. The first point to be considered 
is not that of whether there is a possibility of raising a large 
capital for the purposes in view, but whether there is, in the 
nature of the case, a probability of securing such a consensus 
of approval and such a solidarity of interest among the 
parties concerned as would give the scheme a chance of 
being launched and carried on with success. 

In looking at the question from this point of view, it is 
necessary to remember, in the first place, that while there is 
a substantial identity, there is also a great conflict of in- 
terests between the diflferent coal-producing districts of the 
United Kingdom. Steam coal, for example, is produced in 
Northumberland, South Wales, Scotland, and elsewhere. 
Coking coal is produced in South and North Durham, in 
the Midland coal-field, in South Wales, and in one or two 
other districts. Gas coal is similarly varied in the range of 
its production. Each district has some special advantages 
or disadvantages peculiar to itself. One district produces 
coal cheaper than another ; a second district is nearer to 
the seaboard ; another is within easier range of particular 
markets, and so on. It might, however, be necessary in a 
pooling arrangement, to disregard these diflferences, and 
strike one uniform price for the whole product, whether it 
was gas, steam, or household coal. The steam coal- 
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owners of South Wales, for instance, might insist on having 
the same price as their rivals  in Northumberland, and vice 
versd. This uniformity of price would be likely to create 
grave dissatisfaction, because it would deprive certain dis- 
tricts of the natural advantages which they now enjoy. 
Not only so, but there would be a constant liability to dis- 
agreements on the crucial question of the proportions of 
the total product of coal that each district and each col- 
liery should supply. If prices were high enough to give a 
good return, each coal-owner would struggle with might and 
main to get as high a quota as he could. Those whose 
proportion was fixed at a lower tonnage than they deemed to 
be their due would inevitably complain, and secessions 
would be sure to follow. All this is put on the somewhat 
large assumption that . the coal-owners as a body were 
favourable to the scheme. But it is difficult to believe 
that there would be so general an approval of a measure 
that would have the strongest possible opposition from the 
outside public, and would, indeed, be likely to demand 
ultimate Parliamentary interference. 

There is, however, something to be said in favour of the 
proposal to establish a combination in the coal trade. The 
average price of coal over the last fifteen years, excepting 
only a short period, has been unremunerative. Very many 
collieries have been carried on at an absolute loss. Many 
others have been entirely closed. No one is the richer for 
the low range of prices. The capitalist is not only not in- 
creasing his resources, but he is absolutely dribbling them 
away. The miners are compelled to work for low wages. 
The consumer is, indeed, the only one that gains at all by 
the existing condition of things. Now, it is no doubt a good 
thing for the consumer to have cheap coal, as it is to have 
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cheap wheat, and cotton, and sugar, and petroleum ; but there 
is this important difference between coal and the other com- 
modities that have been mentioned — coal is almost our sole 
indigenous mineral that is of substantial economic value. 
On coal we have built up our industrial supremacy 7 without 
coal our fortunes as an industrial and manufacturing people 
would disappear " like the baseless fabric of a vision.'* It 
is, therefore, of great importance that we should make the 
best possible use of our coal resources — all the more that 
they are of limited extent. But we are not fulfilling this 
duty if we allow our coal to be worked out wastefuUy ; if 
we send it abroad in yearly increasing quantities, for almost 
the bare cost of production ; if, in a word, we fail to hus- 
band our resources, as the Royal Commission of 1869 re- 
commended that they should be husbanded. There is a 
possibility that if the collieries of the United Kingdom, as 
a whole, were worked under a " trust " — that is, if all the 
produce of all the collieries were pooled, so that a certain 
fixed price could be depended upon, the trade would be 
much the better, and the general community would be very 
little the worse. It is, of course, important to premise that 
prices should be kept reasonably low ; but they should be 
high enough, at the same time, to make it worth the while 
of the colliery proprietors to get out the very last ounce of 
coal that was available in working ; whereas, under a system 
of starvation prices, economy cannot be studied to this 
extent, and only the best seams will pay for the cost of 
production. 

What the increased price ought to be in order to afford 
a suitable profit to the coal-owner, and at the same time 
avoid injurious results to industry, would, of course, require 
to be carefully considered ; and even with the most anxious 
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consideration of the question, it is probable that upon this 
rock, sooner or later, the scheme would split. There are, 
however, other rocks ahead that make the project almost 
visionary. 

The first, and perhaps the most formidable, of all the 
objects that would be likely to stand in the way of a success- 
ful coal pool is the enormous variety of individuals and 
interests that would have to be conciliated. It would not 
be enough to obtain the consent of two-thirds or three- 
fourths of the coal trade. There must be a practically 
unanimous and universal co-operation, or the project would 
prove to be unworkable. It is of the essence of such a 
scheme that over-production should be avoided. In order 
to avoid over-production it would become requisite that the 
several districts and each colliery should contribute certain 
fixed proportions lo the total quantity of each description of 
coal required. But this arrangement would provide the 
opportunity for a firm which, from interested or con- 
scientious motives, declined to join the pool, to produce to 
the utmost extent of its capacity, in order to take advantage 
of the improved price ; and in this way we should probably 
see a colliery unconnected with the Association working full 
time, while a larger and better equipped colliery under the 
" pool " was only working three-quarters time. Then, again, 
there would be the difficulty of getting the different districts 
and collieries to accept any possible allotment of their pro- 
portions. This has always been a serious stumbling-block, 
and it would certainly prove so again. Of course, it might 
be possible to starve disaffected and unmanageable concerns 
into compliance, as was done by the Standard Oil Company 
in the United States, or, as in the same case, collieries might 
be bought up or offered a premium to remain idle. But all 

E 
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these are costly expedients, and would be sure to be objected 
to by a large number of those who " paid the piper." 

This statement of the difficulties in the way of the pro- 
posed pool may be supported by others equally cogent 
and obvious. There are, for example, over 3500 collieries 
in the United Kingdom as a whole, and as many of 
these are in the possession of limited liability companies, 
with large boards of directors, it is likely that, in some 
cases at least, it would be found impossible to get the con- 
sent of all the members of such boards to join the suggested 
combination. This has apparently been effected in the case 
of the salt and chemical pools or rings, but in these cases 
the area of operations was on a much smaller scale, and the 
chances of success were proportionately greater. 

Again, there can be little doubt that all the railway com- 
panies, who are large consumers of coal and coke ; the 
steam shipping companies, who also draw their motive power 
from the coal trade ; the principal industries of the country, 
and the great body of the people as consumers, would be 
likely to offer every opposition in their power to such an 
enterprise. It would be the coal industry versus the world. 
Is the coal industry strong enough to sustain such a struggle ? 
This is very doubtful indeed. There are, therefore, likely 
to be strong external as well as internal influences of a dis- 
integrating character, the complete strength and volume of 
which could only be got over by something like a miracle. 

These considerations are worth while keeping in mind, in 
view of possible future attempts to " pool " the coal industry 
of the United Kingdom. There is a bare possibility that 
such an attempt may be made.* The coal trade is one that 

* Since these lines were written Sir George Elliott has made a pro- 
posal to form a gigantic colliery trust in Great Britain, which is now 
under consideration. 
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is little liable to competition from abroad. England can 
produce the cheapest, as well as the best coal in Europe. 
It is true that cheaper coal is produced in the United 
States, but it is a " far cry " to America, and the shipment 
of a cargo of coals to any large centre of consumption in 
England would at the very least double its price at the pit's 
mouth, so that English coal-owners may be said to be 
entirely relieved from any present fear or danger of foreign 
competition. If, therefore, the difficulties above referred to 
could be entirely overcome— if the trade were prepared to 
stand shoulder to shoulder as one man — there would appear 
to be no necessarily insuperable difficulty in the way of 
founding and carrying on a combination to keep up the price 
of fuel at home, so far as foreign competition is concerned, 
and this is more than can be said of most other industries. 



CHAPTER VI. 

TRUSTS IN FOOD PRODUCTS. 

It will hardly be regarded as probable that a ring or 
syndicate could be formed, and successfully carried on, that 
could control for a time the price of so indispensable and 
universal an article as flour, and yet this, and none other, 
was the end and aim of a ring that was attempted in London 
in the year 1888. 

The syndicate who undertook, or rather began, the under- 
taking — for it never came into really practical operation — 
of establishing such a gigantic combination, was not so 
ambitious as to think of incorporating at once all the flour- 
milling and flour-selling interests in the kingdom. They 
began with trying to embrace the whole of the flour trade 
in the north-east of England — that is to say, the district 
lying between the Tweed and the Humber. It was at- 
tempted, with this end in view, to raise a capital of a million 
and a half sterling, and in discussing the feasibility of the 
project, The Times remarked that the changes that had, 
during the last few years, been introduced into the business 
of flour-milling in the United Kingdom appeared to favour 
its adoption to a much greater extent than would have been 
deemed possible previously. 

"Down to a very recent period," it was stated, "even 
four or five years ago, it would have been almost a matter 
of impossibility to organise a company to monopolise the 
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flour trade. Since that time, however, roller machinery and 
all the latest milling appliances have, at a large cost, and in 
some instances on a gigantic scale, been introduced, chiefly 
by individual capitalists, but to some extent also by limited 
companies. This has had the twofold effect of driving out 
of the trade nearly all the smaller country water or steam 
mills, which ground by the old process from time imme- 
morial, and also of ousting almost entirely the enterprising 
foreigner, who was rapidly taking possession of the flour 
market by his being the first to adopt the new system of 
grinding by the roller process. Capital has been thus, it is 
alleged, pushed into milling on too liberal a scale, and the 
gigantic mills put up on the banks of the Tees, Tyne, and 
at other points have had the efiect, at least in a consideiir 
able degree, of bringing about over-production, undue com- 
petition, and minimised profits. It is with the object of 
obviating and overcoming such drawbacks to their trade 
that this great milling syndicate is being formed. 

** Considerable ingenuity and not a little plausibility was 
shown in the presentation of the details of the scheme and 
the method of organising it. First of all the consumer is, 
of course, assured that the price of flour, if enhanced at all, 
will only be raised to an infinitesimal extent. Reliance is 
chiefly placed on the saving which will be effiected in the 
cost of long railway transit, by dispensing with the large 
number of salesmen who are constantly pushing the business 
of the diffierent firms over a wide district, by obviating the 
storage of wheat in the warehouses at the ports, while some- 
thing is also to be gained by the prevention of competition. 
To make the matter clearer, it may be stated that every- 
thing appears to hinge on the prevention of competition. 
Thus, in the matter of railway transit, at present firms in 



70 TRUSTS, POOLS AND CORNERS. 

Newcastle, Stockton, or Darlington send flour over the rail- 
way forty to fifty miles to each other's towns. For instance, 
Darlington or Stockton send flour to Newcastle, and vice 
versd. This will no longer be done. Each district will be 
supplied by its own mills. Newcastle will not send to 
Stockton, nor Stockton to Newcastle, and the same with 
every other portion of the countrj- which the syndicate will 
control. The saving in railway carriage and in labour in 
loading and unloading under this head is estimated at 9d. 
to IS. per sack on the whole of the production. Then there 
will be the advantage of doing without the middleman. 
The corn merchant will find his occupation gone. The 
syndicate will buy at first hand from the ship or the farmer, 
and the grain will be despatched direct to the different 
mills. The storage charges which will be dispensed with 
are put down at 6d. per sack more. Then there has to be 
added the merchants' percentages, travellers' expenses, &c. 

" Now the crucial point comes in where the public are 
concerned. The saving on * undue competition,' as it is 
termed, is put at gd. per sack, and this would come out of 
the pockets of the consumer. It means, however, less than 
a halfpenny per stone of 14 lb. of flour, and will practically, 
it is urged, not affect the price of the loaf The three items 
given amount to 2s. per sack, and this alone would yield 
the very handsome dividend of about 10 per cent, to the 
investors in the new company. There is a consumptive 
demand of from 30,000 to 40,000 sacks weekly in the 
syndicate's district, and this would give, on 2s. per sack, a 
return of ;^ 170,000 to ;^ 180,000 for dividend. The cost 
of working at each individual mill would not need to come 
out of the dividend, only the charges for the head office 
and directors, as each establishment would not cost more 
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for management than now, and generally would remain 
under the present management on behalf of the company. 

" The main question for the promoters is, Can the whole 
trade of the district be brought into the ring? And, next, 
Can the monopoly be made complete and unassailable? 
With regard to the first point, it being to their interest to 
join the syndicate, all the leading millers, or nearly so, have 
signified their assent If any should prove recalcitrant, 
or demand undue value for their property, a little gentle 
pressure on the part of the syndicate, by cornering them, 
underselling them in their own district, and by gener- 
ally making it awkward for them to carry on their trade 
freely, would, it is asserted, speedily bring them to reason. 
They could not individually contend against such an organ- 
isation as the syndicate, with such vast capital to back it. 
All the mills, small or large, can, therefore, it is thought, 
be forced into the ring. Then, with regard to the second 
point — the establishment and maintenance of the monopoly 
— the district, it is contended, is unique in itself and can be 
effectually guarded from outside competition by sea and 
land. On the land side the ground to be covered is 
practically conterminous with the North-Eastem Railway 
on the eastward side — from Berwick to Newcastle, 
Darlington, York, and Hull. Very large populations are 
eastward of this area — all the Tyneside district, including 
Newcastle, Shields, Sunderland, Hartlepools, Middles- 
brough, Stockton, Darlington, York, Whitby, Scarborough, 
Hull, &c. — and there is practically none to the westward of 
it. The only two points from which competition could 
come are Leeds and Carlisle, and this would be prevented 
by the cost of carriage of is. to is. 3d. per sack. Besides, 
the syndicate would undersell and drive away competition 
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from any point, if necessary. Outside this area it is pro- 
posed to take in Hexham and Barnard Castle, and also 
Grimsby, on the other side of the Humber, where there are 
mills. Very little flour is now sent from abroad, and it is 
considered that it would not pay English millers to forward 
it from distant ports to the syndicate's district, and in any 
case they could, if necessary, be undersold. It is thus 
believed that competition can be warded off, both by 
sea and land, and the trade thoroughly maintained and 
controlled. 

" The farmers of Northumberland, Durham, and a large 
part of Yorkshire are hardly likely to regard the syndicate 
with favour. In their various markets they will, as a matter 
of fact, only have one customer, who could dictate his own 
terms, instead of many who now compete for their produce. 
It is also a matter for consideration by the general British 
public as to how far such a scheme may be applicable to 
various parts of the kingdom, as well as the district selected 
for the operations of the syndicate." 

The arrangements for this syndicate proceeded so far that 
valuers were employed to value the various milling properties 
between Berwick and Hull, and the price to be paid for 
each was practically agreed upon. 

In the United States, about the same time, similar action 
was taken by the flour millers in St Louis, and a meeting 
was held in Milwaukee to discuss the question of a uni- 
versal restriction of the output of flour, with a view to the 
keeping up of prices. In 1888 a number of the millers in 
the State of Minnesota agreed to restrict their output for 
the remainder of that year — their action being based on the 
plea that the producing power of the country was largely in 
excess of the actual practical requirements. This, however, 
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could not, of course, control the operations of farmers in 
the growing of wheat ; and, on the face of it, there would 
hardly appear to be much to gain in restricting the output 
of flour if there was a superabundance of wheat, seeing that 
the wheat might be reduced to flour in other districts, or 
shipped to Europe for that purpose. At the most, a com- 
bination of millers such as that proposed could only exercise 
a local influence. They could, no doubt, keep up the price 
of flour in a particular district, but beyond that they would 
find it impossible to go. Nothing very definite came out of 
this movement, the difficulties in the way of its consumma- 
tion having been found insuperable. 

Several attempts have, however, been made in the United 
States to organise combinations for the purpose of regu- 
lating the supplies of agricultural produce. When we add 
that the total agricultural produce of the United States, 
other than tobacco and cotton, was officially valued for 1 891 at 
2133 millions of dollars, and that the two articles excepted 
bring up the total to 2469 millions, it becomes manifest 
that the regulating of any considerable part of this supply 
must be an operation of great, if not of unparalleled 
magnitude. 

In March 1888, a movement was started among the 
farmers of Kansas to found a trust that was intended to 
include not only wheat growers, but stock raisers and 
feeders of the North- Western States and Territories of the 
Mississippi Valley. The rmson cTitre of the trust is set 
out in the following extract from the address that was 
circulated by the promoters with a view to its establish- 
ment : — 

" Within the last ten years the manufacturers, and nearly 
every other branch of industry except agriculture, have 
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formed what are termed Trust Associations, having for their 
object, first, to check over-production ; second, to prevent 
an over-supply of goods being thrown upon our markets to 
the ruin of prices and the general injury of trade. We may 
not by this proposed association be able^ nor do we care, to 
limit the production of the soil, for this will depend more or 
less on good and bad seasons ; but we have the power and 
can control our shipments, and thus regulate the supply of 
our commodities offering in the public markets of the 
country, and this will always insure us fair prices. The 
farmers of this country cannot compete with Indian wheat 
in the Liverpool market, nor do we intend to longer submit 
to the payment of the cost of taking our wheat to Liverpool 
before it can be sold in our home market. What we want 
is a fair exchange of products. This we demand, and will 
submit to nothing less. We have the power, and all that 
is needed is organisation to make this power effective. If 
we can by this proposed organisation control our shipment 
of these commodities, and prevent the supply from exceed- 
ing the demand in the market, then we can unquestionably 
become masters of the situation. The plan contemplates, 
first, the establishment of ten central agencies, to wit : 
Chicago, Cincinnati, Kansas City, Indianapolis^ Omaha, St 
Louis, Cedar Rapids, St Paul, Milwaukee, and Louisville ; 
these agencies to do all the selling for the members of the 
association, for which they shall be paid stated salaries. 
Second, the territory tributary to these commercial points 
to be divided into eight principal districts, and sub-divided 
into sub-districts by counties. Third, the principal of each 
central agency, together with a general superintendent 
of the association to be appointed, shall constitute an 
executive board, with power to regulate and control ship- 
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ments of produce upon the markets, and to do any and 
all other things that shall in their judgment appear to be 
the best interests of the association." 

It seems a pity that the enterprise and originality displayed 
by the Kansas farmers did not meet with a suitable reward, 
but as a matter of fact it came utterly to naught. Eighteen 
months afterwards, however, a convention of the farmers of 
the Mississippi Valley, called by the Farmers' Federation, 
was held at St Louis — an organisation of which it was 
stated at the time that it had ^'a capital stock of twenty 
million dollars, of which fifteen millions was in the hands of 
a trustee to for ever secure farmers in control." In connec- 
tion with this movement, it was explained,* that ** before 
reaching the consumer, the products of the farms of the 
Mississippi Valley are charged with ten millions annually 
paid in commissions," and that " this company proposes to do 
the selling through salaried agencies for a million dollars." 

It was further provided that the dividends earned by 
the Federation from controlling the wheat business of the 
south-west were to be used to " establish a bank," " erect 
grain elevators," and "build stock-yards." Of the 
$4,500,000 stock not in the hands of a trustee, and for 
buying out grain commission men, $2,500,000 was to be 
held "to meet demands for stock that may be earned," 
presumably among " farmers who do their own shipping, 
farmers' alliances," &c. Of the $2,000,000 of stock remain- 
ing, $500,000 was to be designated privileged stock, subject 
to such conditions, &c., "as may be imposed." In a 
reply to inquiry, however, the Vice-President of the Federa- 
tion stated that only $3000 of the $20,000,000 capital was 
paid up ! 

* The Globe Democrai of St Louis, October 1889. 
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The convention comprised one delegate from each 
county in each state in the Mississippi Valley, and any 
farmer who raised 500 bushels of wheat in the previous 
year was to be admitted as delegate likewise. 

In the accounts of one of the meetings we find this 
important statement : " The farmers disclaim any intention 
of forming a trust; . . . they do not wish to charge ex- 
orbitant prices, but simply to regulate the supply to such 
an extent that the demand will not be so exceeded as to 
result in disastrous competition." On this point, a leading 
American journal observed : " This is what most, if not all, 
the confessed trusts have said. The Federation simulates 
the trusts, with its trustee holding three-fourths of its stock, 
even while denying forming a trust." It wants to ** establish 
a uniform price at which wheat shall be sold," and to 
"regulate the supply, &c.," so that "disastrous com- 
petition " will not result. It would be of interest to learn 
from those engaged in this work — that of saving $9,000,000 
commission on wheat for the farmer by buying out the 
commission merchant — among other things, how this is to 
be done with the fierce competition from cheap Indian, 
Russian, and other wheats, seeing that the exportable 
surplus makes the home price at the seaboard. It really 
looks as if a crop of competing commission men would be 
speedily created, and the price to the farmer ultimately be 
lowered. 

The Granger movement was probably the only organisa- 
tion established in the United States that ever succeeded in 
the regulation of agricultural produce. But the Granger 
tried to regulate prices on what the farmer had to buy, 
whereas the Farmers* Trust proposed to control the prices 
of what the farmer had to sell. The one appointed agents 
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to buy cheap ; the other proposed to appoint agents to sell 
produce to the best advantage. The Granger excluded from 
membership all who were not actually farmers, and was in 
effect a secret social order, designed not only for commer- 
cial purposes, but to accomplish political ends, whereas the 
Farmers' Trust was declared to be an organisation with " a 
pocket interest and a business end,'' and without any secret 
ties. 

Replying to a suggestion that the name of this proposed 
combination should be changed from that of the Farmers' 
Trust to that of the Farmers' Protective Union, the presi- 
dent of this Society admitted a prejudice against anything 
that has the name of " trust " ; but, he added, " this is owing 
to the fact that the object of a trust is so little under- 
stood. A trust is a union of business institutions, and its 
object is to prevent ruinous competition in trade, experience 
having demonstrated that competition is not the safe and 
honest method of doing business. To competition may be 
traced eighty per cent, of all business failures, and the 
survival of the fittest or strongest becomes an oppressive 
monopoly. A trust is a compact between two or more 
independent business firms, agreeing to do or not to do 
a certain thing in the line of their business, and implies a 
trustee to execute the trust, who is restricted or limited to 
the specific object of the trust. By these modern institu- 
tions uniform grades of prices are established, thus protecting 
the weak against the strong and reserving to each member 
of the union all the rights and powers not delegated to the 
trust A trust, therefore, is decentralising in its influence 
and a check upon monopoly, the latter being a consolida- 
tion of capital or a centralisation of business power, acting 
under one supreme head, deriving its nourishment and 
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growth from the failure and ruin of competitors in trade. 
When a combination in business assumes this character it 
ceases to be a trust and becomes a monopoly. The manu- 
facturing and commercial classes are organised, but the 
agricultural — the fundamental industrial class — is un- 
organised and at the mercy of the other two. The Farmers' 
Trust movement, therefore, has become a necessity in order 
to secure an equitable exchange of products, and to restore 
the normal condition of trade or an equilibrium of pro- 
duction and consumption. '' 

The subsequent history of this remarkable movement I 
have been unable to trace with accuracy. That there 
were several combinations founded in reference to American 
agricultural produce is beyond question. The fact of such 
a combination existing in the dressed beef trade was 
admitted in 1889 to a committee of the United States 
Senate, appointed to investigate the subject of cattle and 
meat prices and transportation rates, especially in Kansas 
and Chicago. It was also admitted that there had been a 
steady decline in the value Of beef cattle during the few 
prior years without any decline in the price to the consumer, 
and that the dressed beef trade was killing the cattle men. 
The combination of dressed beef dealers had, it appeared, 
agreed that certain prices should be paid for cattle in certain 
States. What those prices were does not appear, but they 
were obviously depressed as far as possible, so that the 
larger profit might go into the pockets of the purchasers, 
the consumer being required to pay for his dressed beef as 
much as he did before. - "* 



CHAPTER VII. 

THE STANDARD OIL TRUST. 

Perhaps the most complete and highly developed of the 
industrial combinations hitherto attempted is the Standard 
Oil Trust, a copy of the agreement of whose creators was 
produced before the New York Senate Committee on Trusts 
in that city in 1888. The Trust embraces the stock-holders 
and members of a large number of corporations and partner- 
ships engaged in the production and refining of oil. The 
parties bind themselves to form corporations under the laws 
of Ohio, New York, Pennsylvania and New Jersey, and, 
whenever required by the trustees, to form similar corpora- 
tions in other states and territories, with the proviso that 
each corporation shall be known as the Standard Oil Com- 
pany of such a state or territory. The business of the Trust 
is managed by trustees, who are empowered, among other 
things, to *' purchase the bonds and stocks of other com- 
panies engaged in similar business, and hold the same for 
the benefit of the owners of the said Trust certificates, and 
may sell, assign, transfer, and pledge such bonds and stocks 
whenever they may deem it advantageous to the said Trust 
so to do." The Trust is, under the agreement, to continue 
during the lives of the survivors and survivor of the trustees, 
and for twenty-one years thereafter, though provision is 
made whereby its affairs may be wound up, if necessary, at 
an earlier time. The original capital of the Trust was 
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$70,000,000, and it was afterwards increased to $90,000,000. 
About $30,000,000 of its capital is invested in pipe lines. 
It recently refined about 75 per cent, of the American oil 
product. The Trust, as will be seen from this description, is 
not a corporation, but rather a federation of corporations. 
The existence of such a gigantic combination shows to what 
an extent the play of competition, as an element in business, 
is being destroyed or rendered ineffective. 

The leading spirit, and the President, since its establish- 
ment, of the Standard Oil Company is Mr John D. Rocke- 
feller, who some thirty years ago was clerk in a produce 
commission house in Cleveland, Ohio. When the discovery 
and development of the oil-fields of Pennsylvania, about 
1864-65, led to a speculative excitement in that State, he 
and his partner purchased some of the oil-bearing land then 
in the market, and tried the experiment of refining crude 
petroleum. In this aim he had the co-operation of Samuel 
Andrews, who had been a day labourer in oil refineries, and 
who improved upon the experience gained in this capacity 
by introducing a system of refining which yielded more 
kerosene than could be obtained from petroleum by any 
other system then practised. 

Rockefeller and his partner, Clark, were so satisfied with 
the results of the system proposed by Andrews, that they 
constructed, with the aid of borrowed capital, an oil re- 
finery in order to put the system into practical operation. 
The experiment succeeded, and Rockefeller persuaded his 
brother William to go into the business. A second refinery 
was started, and the two having been consolidated under 
one management, the owners were able to produce refined 
oil, not only on a considerable scale, but at a cheap cost. 
A warehouse was meanwhile opened in New York for the 
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sale of the refined product, for which there was a large 
demand at prices that left a handsome profit. 

The Rockefellers had, however, comparatively little 
capital, and at this juncture the development of their busi- 
ness was aided materially by the co-operation of Mr Henry 
M. Flagler, who became a partner, and introduced 60,000 
dollars of capital into the venture. This gave an imme- 
diate impulse to the concern, and led to the starting of the 
Standard Oil Company, in which the Rockefellers, Andrews, 
and H. M. Flagler were the original partners. The capital 
stock of the company, as originally formed, was only a 
million dollars. The company had not long been estab- 
lished when it began to buy up and crush out rival concerns. 
Some of the owners of these concerns received a fair cash 
price for their properties j others were paid with Standard 
Oil Company's stock. But, however dealt with, all were 
made to feel the ibfluence of the Standard Company, which, 
within seven years of its foundation, had secured a practical 
monopoly of the refined oil business of the United States, 
and which, for years past, has been the largest industrial 
corporation in the United States, if not in the world. The 
development of such a gigantic business from an original 
investment, in 1864, of 75,000 dollars, by four young and 
unknown men, is a striking example of the singularly fruit- 
ful results of enterprise and business capacity that every 
now and again occur to stimulate and encourage those who 
possess such qualifications and know how to apply them. 
It need hardly be added that the four young men referred 
to have become enormously wealthy.* They have, more- 

* John D. Rockefeller is supposed to be the richest man in the 
United States, and his fortune is stated at about 125 millions of dollars. 
His annual income is reported to be six millions of dollars, or 
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over, become wealthy — strange as the statement may appear 
— without any increase in the price of the products dealt in 
by the combination. On the contrary, it is contended that 
since the company was established the price of oil has 
steadily fallen, until for some years past it has been much 
lower than was ever dreamt of before its formation. 

This remarkable fact has been stated so clearly and with 

such adequate explanation in a recent pamphlet, that we 

' cannot do better than reproduce the words of the writer* : — 

" I. The Standard Oil Combination has not withheld 

supplies and increased prices^ but the contrary. — The oil 

• business began in 1859. This co-operation of refiners 

began in 1872, but reached no considerable proportions 

until 1874. 

"In 1873 ^^ production of oil was about five million 
barrels, and consumption about equal. Price of crude oil 
at well, $3.86 per bbl. Price of export oil in New York, 
barrel included, $11 per bbl. 

" In 1873, the first year after co-operation began, the pro- 
duction of oil reached nearly ten million barrels, the con- 
sumption was nine and one-half millions, the price of crude 
oil fell to an average of $1.73 per bbl., and the price of 
export oil to $7.50 per bbl. The value of exports, notwith- 
standing the decrease in price, increased from thirty-two 
and a half millions to forty-two millions of dollars. 

"In 1876 there was a rise in the price of crude oil to 
an average of $2.50 per bbl., based upon the fact that pro- 

;f 1,250,000 sterling ! It has been said that "neither the Astors, with 
their vast real estate investments, nor Jay Gould, with his great rail- 
road possessions, nor the richest of the Vanderbilt heirs, can show up 
such a bank account as his." 

* Mr S. C. T. Dodd, solicitor to the Trust. 
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duction was not materially increasing, and the oil regions, 
then confined to Venango, Clarion, and Butler counties, 
Pennsylvania, were supposed to be fully developed and 
liable to exhaustion. Refined oil advanced in consequence 
to an average of $8.00 per bbl. for that year. From that 
date the increase in supply and decrease in price has been 
constant. At the close of 1881, the date of formation of 
the Trust, the consumption of oil had increased to over 
nineteen million barrels per year ; the price of export oil at 
New York had increased to about $3.36 per bbl., which, 
estimating package at $1.50 per bbl., leaves $1.86 as the 
price of the oil per barrel, and yet the value of the exports 
amounted to over forty million dollars, showing an enormous 
increase in the trade. 

"Notwithstanding the wonderful decrease in price and 
increase in amounts supplied to the market up to this time, 
let us see what followed the creation of the Trust. The 
decrease in price and increase in supplies did not cease. 
At the close of 1887, six years after the creation of the 
Trust, we find the supply to the markets increased to over 
twenty -six and a half millions of barrels, of forty-two gallons 
each, per year : the price of the crude material reduced to 
ari average of 66.66 cents per barrel, and the price of 110° 
Standard White to $2.81 per bbl. of fifty gallons, including 
the barrel. And notwithstanding the almost nominal price 
of oil, the value of exported products reached for that year 
the enormous sum of $46,824,933. . . . 

" It is said the decrease in the price of refined products is 
entirely in consequence of the decline in the price of crude 
oil. If so, the Standard can claim no credit for it, because 
the result of all its operations is to keep up the price of the 
crude product. But look at the figures. In 1872 crude 
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oil was 9.43 cents per gallon and refined 23.59 cents per 
gallon. In 1887 crude oil was 1.59 cents per gallon, or 
7.84 cents less than in 1872. Had the refined product 
been reduced only to the same extent it would have been 
15.75 cents per gallon in 1887. But it was only 6.72 cents 
per gallon. The difference, 9.03 cents per gallon, repre- 
sents the reduction in the refined products after eliminating 
the effect of the decline in crude. The prices of all other 
products of petroleum were reduced in the same proportion, 
and as over a thousand million gallons of crude were con- 
sumed in 1887, this reduction in the cost of refined products^ 
after allowance for the reduction in crude, benefited the public 
to the extent of about One Hundred Millions of Dollars 
for that single year. For this the Standard claims its due 
proportion of credit. 

" 2. Cheapening Transportation. — In 1872 the pipe line 
system was in its infancy. A number of local lines existed. 
Their service was inefficient and expensive. There was no 
uniform rate. The united refiners undertook to unite and 
systematise this business. They purchased and consolidated 
the various little companies into what was long known as 
the United Pipe Line System. The first effect of this com- 
bination was a reduction of price of all local transportation 
to a uniform rate of at first 30 and soon after 20 cents per 
barrel. The pipes were placed at every well. A storage 
system was also adopted. Huge iron tanks were built 
in which oil could be stored awaiting a market. The cost 
of storage has been reduced until it is now cheaper than 
that of any other commodity. Oil was taken from any 
well, stored in these tanks, and a certificate given to the pro- 
ducer, showing the amount. These certificates ultimately 
became the medium of trade in oil. They were bought and 
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sold, and when presented at any pipe line terminus at any 
railroad the oil was delivered on board cars. The amount 
of capital behind these certificates, and the uniformly care- 
ful manner in which the business was conducted, eventually 
created such public confidence in them that they have been 
dealt in by thousands of persons in this and other countries 
who never saw a barrel of crude oil. Exchanges for their 
sale exist in several of the principal cities. They are taken 
by banks as collateral. They are as good as money. They 
are now dealt in in the New York Stock Exchange. Oil is 
delivered on them in New York as well as in the oil 
region. 

" Although the business was built up and owned by those 
who built up and own the Standard Oil Company, the 
business is done for the public. Its benefit to the oil 
trade has been incalculable. Instead of, as is sometimes 
charged, the Standard being the sole buyer, the buyers are 
numbered by thousands. The producer not only gets the 
highest possible price which competition to purchase will 
bring ; he gets also cash in hand. He never sees his oil 
from the moment it leaves his well. When he wants his 
well tank relieved, he telephones a pipe line gauger, sees 
his oil pumped, receives a ticket showing the amount, takes 
it to a pipe line office, and gets a certificate which he can 
hold, borrow on, or sell in any exchange, as he sees fit. 
No one can estimate this advantage to the business. With- 
out combination, aggregated capital, and public confidence 
in the security, it could not have been accomplished. 
Should you dissolve the combination, and disperse the 
capital which makes these certificates secure, the system 
could no longer be maintained. 

" The figures will show that in one year the production of 
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oil exceeded thirty-one millions of barrels, or nine million 
barrels in excess of consumption. Consider for a moment 
what this means. Every day of that year iron tankage had 
to be built to accommodate twenty-five thousand barrels of 
surplus oil. This meant an army of iron workers and tank 
builders, and a cost per day of $7500. . . . 

"About 1879 or '80, it was discovered that railways were 
inadequate to the task of getting oil to the seaboard as 
rapidly as needed. Combined capital and energy were 
equal to the emergency. No need to detail how it was 
done. To-day there reaches from the oil regions of Penn- 
sylvania and New York to the principal cities iron pipes 
conducting oil as it comes from the wells. Two such lines 
reach to New York harbour, with a capacity of 25,000 
barrels per day. There is one such line to each of the 
cities of Philadelphia, Baltimore, Buffalo, Cleveland, and 
Pittsburgh, built by the Standard Oil Combination at a cost 
of millions, and doing business for the public. 

"Now, a word as to railway transportation. The one 
burden of the charges against the Standard is, that it re- 
ceived special rates from railroads, which enabled it to dis- 
tance its competitors. There is more grounds for this than 
any other charge made against it. As before remarked, 
probably the necessity of in some way improving and cheap- 
ening transportation was a strong inducement to the original 
combination. There were competing roads, and it was 
found that those who could ship in large and uniform 
quantities over any particular road could command special 
rates. It was then the universal mode of business. The 
man who could not avail himself of it might as well retire 
from business. The Standard availed itself of this mode of 
dealing. It could furnish the railroads with, not car loads. 
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but train loads. Besides, it built loading stations, and 
loaded the trains by its own labour. It built terminal 
stations, where it received and unloaded trains itself. It 
became its own insurer, and released the railroads from any 
obligations for damages. It found that the country had 
not white -oak forests sufficient to furnish material for 
making barrels to hold all the oil shipped, and it experi- 
mented on car after car for carrying oil in bulk. When the 
proper car was found, it constructed thousands of them, 
and placed them on the railroads. For these services it 
demanded and obtained low and lower rates of freight. 
The freight was lowered to the public at the same time. 
In 1872, it cost $1.50 to get a barrel of oil to New York. 
To-day it costs 50 cents. 

" It is true the Standard often got a special rate. The 
railroads refused to carry oil for the same prices for those 
who shipped in packages in car-load or less than car-load 
lots, who did not do their own loading or unloading, or 
furnish their own cars or terminal facilities. Whether this 
was an absurd, unjust, and criminal position for the rail- 
roads to take, let the Supreme Court of the United States 
decide. The question in various phases is before it. The 
Standard has always contended that its immense outlay in 
cheapening the actual cost to the railroads of oil transporta- 
tion entitled it to correspondingly less rates of freight. . . . 

" 3. Cheapening the Cost of Manufacture, — The Associa- 
tion of Refiners united the best knowledge and skill in the 
business. If one had a patent it was open to all. If one 
had a secret the others shared it. Methods were compared. 
New plans were tested. Results were and are carefully 
collated. If one establishment succeeds in saving the 
fraction of a cent, per barrel in making oil, the reason is 
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known and the method of saving adopted. If good results 
are obtained in one manufactory and bad results in another, 
the reason is at once discovered and faults corrected. 
Scientific men are constantly employed who have made 
useful discoveries in new products and new methods of 
manufacture. The consequence of all this is that since 
1872 the actual cost of manufacture of refined oil has been 
reduced 66 per cent. The public have the advantage of 
this in the reduced price at which the oil is sold, which 
benefit amounts to millions annually. 

4. " The Same Cheapening of Manufacture has taken place 
in the manufacture of barrels, tin cans, boxes for enclosing 
cans, paint, glue, and acid. 

" In 1872 barrels cost the trade $2.35 each. They are 
now manufactured at our own manufactories at a cost of 
$1.25 each. About 3,500,000 barrels are used per annum. 
This single item amounts to $4,000,000 per year. 

" In 1874 cans cost 30 cents each. They are now made 
by our manufactories for less than 15 cents. 

" Thirty-six million cans are used each year, and this one 
item of saving amounts to $5,400,000 each year. 

"In 1874 wooden cases cost 20 cents each. They are 
now manufactured by our own manufactories at a cost 
of about 13 cents each. The saving in this item alone 
amounts to $1,250,000 each year. 

"The same cheapening process has taken place in the 
manufacture of tanks, stills, pumps, and everything used in 
the business. 

"All these millions are saved by the economies which 
combination of persons, capital, experience and skill 
render possible, without reducing the wages of a single 
labouring man. 



THE STANDARD OIL TRUST. "89 

" 5. The Business tn By-Products of Petroleum, — After 
illuminating oil is manufactured a large residuum is left. 
Up to 1875 this was almost exclusively used as fuel at the 
refineries. The Standard devoted especial attention to this 
residuum. Experts visited the great shale works in Scot- 
land and studied their methods. The consequence was 
that extensive works were erected for the manufacture of 
products from this residuum, principally lubricating oils and 
paraffin wax. These works are necessarily expensive, and 
manufacture the residuum of a large number of refineries. 
Small refineries cannot advantageously engage in this branch 
of business, and cannot afford to manufacture illuminating 
oils unless they can dispose of their residuum. This is one 
of the reasons so many small refineries prove failures. The 
cost of manufacture of lubricating oils and wax has been 
reduced by improved methods and constant attention, and 
the price to the consumer has been constantly reduced, 
averaging to-day fifty per cent, less than in 1878. 

"The use of illuminating oils was introduced to the 
public with comparative ease, because it met an urgent need. 
Lubricating oils, on the contrary, met with slow recognition, 
having to supplant sperm, lard, and fish oils. In Europe, 
in addition, the products of shale had to be competed with. 
The work was pushed with vigour, with capital, and with 
success. An enormous home and foreign trade has been 
established in these by-products. 

" Numerous other useful products are obtained from petro- 
leum, and no expense has been spared to find a use and a 
market for them. All this results in ability to sell illuminat- 
ing oil at a price a little above the cost of the crude pro- 
duct, and thus to make it * the poor man's light.* 

" 6. Markets for Products. — To make the consumption as 
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great as it is, the first essentials were good quality and 
cheapness. But that is not enough. Twenty-five years ago 
the world was just beginning to hear of Petroleum. When 
this Standard Combination was formed twelve years had 
elapsed and the world was using less than six millions of 
barrels per annum. Of that three and one-half million 
barrels were exported. In two years afterwards the exports 
were nearly six million barrels. The reason for it was that 
no single refinery could afford to keep agents in Europe and 
Asia to demonstrate the advantages of this product, open 
means for its convenient and safe transhipment, and force it 
upon the trade. The refiners when combined could do it, 
did do it, and continue to do it. The consequence is that 
petroleum is to-day the light of the world. It is carried 
wherever a wheel can roll or a cameFs hoof be planted. 
The caravans on the desert of Sahara go laden with Pratt's 
Astral, and elephants in India carry cases of Standard 
White. Ships are constantly loading at our wharves for 
Japan, Java, and the most distant isles of the sea. Our 
country's revenues are swollen fifty millions of dollars per 
year by this trade. Think you it was built up or maintained 
without cause? It never could have happened without 
combination of persons and capital, and without the support 
of combination and capital the whole trade would be swept 
to destruction as the vanishing of a cloud on a summer's 
day. To illustrate, let me give the history of a small 
subject. 

" Complaints occasionally come to us. from all parts of the 
world that oil is not proving satisfactory. An agent is sent 
to investigate. Sometimes the cause of the trouble is found 
to be Russian oil in American packages, or oil under false 
trade-marks. Consuls, Ministers, and Governments are 
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besieged until a remedy is obtained. One great cause of 
complaint arose from bad wicks. Some years ago a manu- 
factory was established by the Standard interests for manu- 
facturing the best wick known. Its capital is large, but it 
sinks about all its capital every year. The wicks are sold 
at a price so low as to compel their us^. Things like these 
cost thousands of dollars per annum, but they save our 
market. This is done at our expense, but our competitors 
reap their share of the benefit. Without combination it 
would not be done at all." 

The remarkable success that attended the earlier opera- 
tions of the Standard Oil Company has been generally 
attributed to the fact that its managers succeeded in secur- 
ing from many of the trunk railroads of the United States 
special rates of transportation. The power which it had 
for several years exerted as an evener in the coal-oil pool 
between the trunk lines extending from the oil regions to 
the sea-board, had enabled it to secure a monopoly of that 
traffic. It thereby became almost the only purchaser and 
shipper of crude petroleum in those regions, and, simultane- 
ously, it became almost the only proprietor of a system of 
pipe lines ramifying into all parts of the oil districts, whereby 
the oil is conveyed to tanks belonging to or controlled by 
that company, and to tanks belonging to producers and 
dealers in crude petroleum. As a result of these extraordin- 
ary advantages, the Standard Oil Company became almost 
the only refiners of petroleum, and in 1879 it was estimated 
that 95 per cent, of all the coal-oil refined in the United 
States was refined by that company.* For a number of 
years also it was almost the only shipper of oil from the 

* Report on the Internal Commerce of the United States for 1879, 
p. 179. 
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producing regions to the sea-board, which gave it a control 
over the entire exports of petroleum from the United 
States. 

One remarkable result of the extensive operations and 
influence of the Standard Oil Company was that it virtually 
controlled the production and price of oil and petroleum pro- 
ducts all over the world. This means, of course, that the cor- 
poration got the mineral oil industry of Scotland under its 
thumb. But if it was strong, the company was also merciful. 
So far from competing with the important industry which is 
engaged in the distillation of oil and paraffin from the shales 
of Bathgate, the Standard Company struck up an offensive 
and defensive alliance with the Scotch refiners, and that 
arrangement has now been in operation for several years. 
But at one time it certainly looked as if the Standard Com- 
pany were likely to crush the Scotch mineral oil industry out 
of existence. That industry, although for many years after 
it was founded by the late Mr James Young of Glasgow 
enjoying a high degree of prosperity, had fallen upon evil 
times in consequence of the competition of American pro- 
ducts on the one hand and Russian on the other. But it 
has enjoyed a greater measure of success since the alliance 
or arrangement with the Standard Company was established, 
than it had had for a number of years previously. This is 
a result of carrying out the policy approved by George 
Stephenson, when he told a Parliamentary Committee 
that ''where combination is possible competition is im- 
possible." Nor have the consumers suffered in conse- 
quence. 

An English journal stated in 1889, that "the Scotch and 
American oil producers have extended the agreement 
entered into a year ago for another term. In the main the 
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new agreement is similar to the old, and it is to hold good 
till 1890 at least." A Scotch journal stated, in 1892, that, 
" as before, the minimum prices have been fixed at what is 
conceived to be a moderate level, so that consumers will 
have no reason to look upon the combination as one de- 
signed to bear heavily on them. All parties to the arrange- 
ment, indeed, are actuated by the proper desire to popularise, 
so to speak, the products of the trade, and the policy now 
assured will attain that object. A year ago, when the prices 
fixed on by the association for burning oil and scale were 
first heard of, black ruin was pictured as in store for those 
concerned. Instead of that the year has been a splendid 
one for the trade, as will be demonstrated when the annual 
balances are made up, for whereas in the spring of 1888 
only three companies divided any money among their share- 
holders, this year not more than two, probably, will appear in 
the black list. And should present counsels prevail, the 
position will be even better a year hence. While the Scotch 
companies have thus a more favourable outlook, the certi- 
ficates of the Standard Oil Trust have declined in value 
during the past six months. The competition of Russian 
oil is telling, and the effect would be still greater if pipe 
lines were laid down from Baku to Batoum, as the present 
means of transport by railway is both slow and costly." 

In spite, however, of the claims put forward on behalf of 
the Standard Oil Trust, it never enjoyed popularity, and 
decisions given against it in several leading American courts 
— notably in that of Ohio — threatened to jeopardise its very 
existence. Hence it was deemed desirable that the Trust 
should be dissolved, and this was done in March 1890, 
by a vote of the certificate holders at a meeting called 
for the purpose. The resolutions dissolving the Trust 
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provided that the agreement, dated January 2, 1882, be 
terminated ; that the affairs of the Trust be wound up by 
eight trustees named, or their survivors ; that these trustees 
have power to act by a majority of their number, to fill any 
vacancies therein, to sign all papers by one or more of their 
number as attorneys in fact ; that they report from time to 
time to the parties interested all transactions had or done 
by virtue of the resolutions; and that the power to vote 
upon any stocks standing in the name of the trustees shall 
cease at the end of four months from the date of the dissolu- 
tion. The resolutions further provided that all property held 
by the Trust, except stocks of corporations, shall be sold by 
the trustees at private sale, and the proceeds thereof, to- 
gether with any money belonging to the Trust, shall be 
distributed to the owners of Trust certificates according to 
their respective interests, and that all stocks of corporations 
held by the trustees shall be distributed to the owners of 
Trust certificates in proportion to the respective equitable 
interests of such owners in the stocks so held in trust as 
evidenced by the Trust certificates. 

In explanation of this latter provision, it is declared that 
each owner of a Trust certificate or certificates shall be en- 
titled to deliver such certificate or certificates for cancella- 
tion, and to receive in lieu thereof an assignment of as many 
shares or fractions of shares in each of the corporations 
whose stocks are held in the Trust as he is entitled to by 
virtue of such certificate or certificates, it being declared 
to be the intent and meaning of the provision that the 
equitable interests in the stocks represented by Trust certi- 
ficates may thus on demand be converted into legal interests 
represented by assignments and transfers of such stocks by 
the trustees to the parties entitled thereto. Furthermore, all 
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purchases, sales, exchanges, and cancellations of stocks or 
agreements therefor made by the trustees during the exis- 
tence of the Trust, were ratified and confirmed. The thirty 
companies were to be consolidated or reduced to eighteen, 
in doing which, according to a statement made by Mr 
Dodd, the solicitor of the Trust, it was proposed to leave in 
each state only one company, which was intended to control 
all the refineries in that state owned by the Standard 
Company. 

A good deal of testimony was ^iven before the House 
Committee on Manufactures in 1888, tending to show that 
the Standard Oil Trust kept down and greatly injured rival 
dealers. One witness declared that the Trust received from 
the railway companies fourth-class rates on quantities of oil 
in less than car-load rates, whereas he had to pay first-class 
rates, and that he had practically been driven out of business 
in localities covered by certain roads who thus favoured the 
Trust. 

It has been denied by the Trust that it was established 
to diminish output or raise prices, but it was admitted before 
the Committee of the House of Representatives that by a 
contract with the Oil Producers* Association, the production 
of crude oil was to be curtailed by 17,500 barrels a-day, at 
the least. It was not denied that the prices of the commo- 
dities dealt in had fallen since the Trust was established, 
but the House Committee contended that this **was due, 
not to the existence of the Trust, but to the extension of 
the field of oil production and the ever-increasing volume 
of crude oil put upon the market," while the Trust had only 
lowered the price to the consumer to serve their own pur- 
poses, being compelled thereto by the increasing supply. It 
was, moreover, pointed out that the Trust had doubtless 
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the power to put up prices, even if that power was not 
exercised. 

It would be natural to expect that the Standard Oil Trust 
should become a vast source of wealth to those who con- 
trolled and owned the properties syndicated. And so, no 
doubt, it was at one time. The secretary of the organisa- 
tion informed the House Committee on Manufactures in 
1888 that the market value of the stock of the Trust was 
144 million dollars, or about 28 millions sterling ; that the 
average net earnings had been 13 per cent. ; and that the 
average dividends had been 7 per cent. It will hardly be con- 
tended that the latter was an exorbitant rate, although it is 
probable that large sums were carried to reserve, and the 
value of the property thereby greatly appreciated. 

There is something of a parallel between the Standard 
Oil Company of our own times and the Hanseatic League, 
although six centuries intervene between them. The origin 
of the Hanseatic confederacy has been referred by Hallam, 
in point of time, to the middle of the thirteenth century, 
and it was founded on the necessity of mutual defence.* 
The Standard Oil Trust was a confederation, not of cities, 
but of manufacturers, and was also founded on the necessity 
of defence — ^not from " piracy by sea and pillage by land," 
but from the almost equally disastrous consequences of 
over-production, and low or impossible profits. "The 
League had four principal factories in foreign parts — at 
London, Bruges, Bergen, and Novogorod ; " t the Standard 
Oil Trust had factories in a number of the principal 
American States, and largely controlled kindred factories 
in Europe.J The principal cities of the Hanseatic com- 

* Hallam's " Middle Ages," vol. ii. p. 388. t Hallam, op, ciL 
X It has been shown that the prices at which mineral oil and 
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bination, "having the command of all the markets in 
England, with joint or united stocks, they broke all other 
merchants." * The great outcry against the Standard Oil 
Trust has made much of the fact that they had such 
resources as enabled them to virtually swamp all other 
manufacturers and dealers in the same business. The 
Hanseatic League " were also accused of having frequently 
exceeded the bounds of even the great privileges granted to 
them ; yet by the force of great presents they had purchased 
new grants ; they traded in a body, and thereby undersold 
and ruined others." t Precisely the same charges have 
been made against the Standard Oil Trust. The Hanseatic 
League, in consequence of their great wealth and influence, 
secured a controlling voice in the shipping trade, and were 
able to obtain cheaper freights than others, which materially 
assisted their business operations. The Standard Oil Com- 
pany has gone a long way in the same direction, so far as 
American railway transport is concerned. Finally, in 1552, 
the English Parliament ordered "that all the liberties and 
privileges claimed by, or pretended to be granted to, the 
merchants of the House, are void by the laws of this realm," 
and yet the League continued long afterwards to enjoy a 
prosperous career, with still continued special privileges and 
immunities, whereas the Standard Oil Trust, after having 
been virtually declared illegal and in restraint of trade by 
adverse decisions in the law courts of the United States, 
continues not only to enjoy a corporate existence, but to 
transact an enormous business in all the principal countries 
of the world, including Great Britain. 

paraffin products were sold by the Scotch manufacturers were controlled 
by this organisation. 

* Macpherson's ** Commerce," vol. ii. p. 109. 
t Ibid.^ vol. ii. p. 109. 

G 



CHAPTER VIII. 

THE COTTON-SEED OIL TRUST. 

The Cotton-Seed Oil Trust introduces us to one of the 
most striking examples to be found in the annals of modem 
industry of the development of a gigantic business from a 
previously waste product. Little more than thirty years 
ago, only some half-a-dozen cotton-seed oil mills existed in 
the United States. The article, indeed, was comparatively 
unknown, and hardly at all used. So recently, indeed, as 
1883, the total quantity of cotton-seed oil exported from 
the United States was no more than 415,000 gallons. From 
that point, however, the industry advanced with a giant^s 
strides. In 1884, the exports were fully eight times as 
much as they had been in the previous year. In 1885, 
they were nearly double what they had been in 1884; but 
from this period they appear to have fluctuated in a very 
irregular way; for whereas they only reached 2,690,700 
gallons in 1889, they rose in the following year to the 
enormous figure of about 13J million gallons, or nearly 
four times as much as in the previous year. No other 
vegetable oil is so largely exported from either the United 
States or any other country. The quantity of cotton-seed 
oil used in America may be at least equal to the quantity 
exported, so that its manufacture has become a large and 

important industry, which has turned out very serviceable 

98 
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for the commercial interests of the Southern States, pre- 
viously far from prosperous. 

Bradstreefs, of the 30th October 1886, remarks on the 
Cotton-Oil Trust that "the fact that a fine oil could be 
extracted from cotton-seed was known long ago, and pointed 
out as a possible source of large revenue to the cotton-pro* " * 
ducing States. Its development, however, into a larger 
industry is a matter of comparatively recent date. Some 
few years ago the business commenced to assume large 
dimensions. Mills sprang up in every section of the cotton 
states, and the oil took its place as a product of value, involv- 
ing the utilisation of what had in the main been previously 
largely waste. It may be stated at this point that many 
authorities on the subject contend that this utilisation of 
the cotton-seed tends to unduly impoverish the soil, and 
that a true economy on the part of the planter would 
demand its return to the ground. This, in fact, is known 
to be practised by many careful planters, but it is certain 
that the greater part of the seed product was and still is put 
to no use whatever. The proportion of seed to the cotton 
is about half a ton to a bale of cotton ; in other words, 
with a cotton crop of 7,000,000 bales, the total seed would 
be some 3,500,000 tons, of which the requirements for 
planting purposes would be but 5 per cent., leaving 
3,300,000 tons for fertilising or crushing. How much of 
it has been turned to the latter use it is not easy to state, 
but the best estimates are that in the last few years the 
amount so employed has been between 450,000 and 
600,000 tons yearly. The number of mills has been stated 
to be as high as 200, and in addition there are a number 
of refineries. The average price of the crude oil is about 
30 cents, per gallon, but no definite statistics have been 
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attainable of late as to the total product of oil and oil-cake, 
or its value. The statement is made that if all the seed 
was utilised for crushing purposes it would add some 30 per 
cent, to the value of the cotton product." 

These considerations furnish some approximate means of 
judging of the character and extent of the cotton-seed oil 
industry. Owing to the rapidity with which the industry 
was developed, a large product was thrown upon the market, 
and prices fell to a point which was declared to be unre- 
munerative, and which appeared likely to throw obstacles 
in the way of the future growth of the business. In these 
circumstances, a number of the more enterprising owners 
of mills and refineries in the several States decided to form 
a Trust to regulate production. About seventy different 
corporations joined the organisation, which was founded, 
as regards its management, its relation to, and control of, 
the companies whose stock was held by its nine trustees, 
on much the same lines as the Sugar Trust, elsewhere re- 
ferred to (p. 107). The articles of agreement made provi- 
sion for taking into the syndicate new competitors upon 
the original terms. 

The Trust, it seems, was largely based upon the owner- 
ship of a patent process for cleaning cotton-seed preparatory 
to crushing. Under the old process, since the lint adhering 
to the seed could not be entirely removed, it was necessary 
to cut the seed in two, extract the kernel, and press the oil 
out of it only. The shell and adhering lint were used as 
fuel or thrown away. Some years ago a simple and eco- 
nomical chemical process was invented, by which the lint 
can be freed from the seed, leaving it perfectly clean, like 
an apple-seed, and enabling it to be crushed whole, thus in- 
creasing the products about 50 per cent. The difference 
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in results between the old and the new processes are said to 
be nearly as follows : — 

Formerly there was obtained from one ton of seed — 

36 gallons oil at 30 c, $10.80 

750 pounds oilcake at i J c 9.37 

30 pounds cotton at 5 c, 1.50 

$21.67 



The product of the new process would be — 

50 gallons oil at 30 c, $15.00 

1 600 pounds oilcake at i c, . . 16.00 

30 pounds cotton at 5 c, 1.50 



$32.50 

The oilcake produced by the new process contains the 
shells, and as it is not so rich as the old process cake, it 
is worth a little less. This is, however, claimed as an 
advantage, since the new process cake is not too rich for 
use as feed without any mixture with bran or other feed. 

The patents covering that process came into the hands 
of parties who saw their value as a key to the mastery of 
the business. A thorough investigation was made, and a 
number of capitahsts became interested themselves in the 
scheme, including, it is said, some of the leading members 
of the Standard Oil Trust, upon the lines of which the 
Cotton-Seed Oil Trust was organised, and commenced 
operations. The effort at the start was to get control of 
the best factories. Negotiations were opened with their 
owners, and the properties were appraised and sold to the 
Trust. It is reported that the original purchases were on 
the basis of $350 in its certificates for each $100 of the 
estimated cash value. 
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The start once made, the Trust proceeded to acquire 
other mills, although the prices paid were much lower than 
at first, until it had about all it needed. Some of the con- 
cerns which were left out afterwards applied to be admitted. 
One of the principles of the Trust has been to have the pro- 
prietors who came into the Trust still operating their mills 
as superintendents, under the direction of the combina- 
tion. This method was found to act as an inducement to 
owners to sell, and also tended to cloak the operations of 
the Trust. 

According to the Census of 1880, the total capital em- 
ployed in the cotton-seed oil mills of the United States was 
returned at some four million dollars. Six years after- 
wards, when the Trust was established, the issue of certifi- 
cates issued to the companies entering into the combination 
represented a par value of about nine times that amount ; 
and even then the Trust did not embrace more than 70 
per cent., if so much, of the producers. Hence it appears to 
be probable that a large part of the nominal capital was 
what the Americans euphemistically describe as "water." 
An estimate made in a leading commercial journal in 1888 
placed the daily capacity of the mills in the hands of the 
Trust at about 9000 tons of seed, but many of the smaller 
concerns were not included in its operations. 

Although, as has been stated, the real aim of the organ- 
isation was to regulate production and price, the Cotton- 
Seed Oil Trust does not appear to have been particularly 
successful in either. The President of the Trust — Mr J. H. 
Flagler — has claimed,* that the operations of the combina- 
tion have been attended with great advantage to the industry, 

* "Trusts: An Address delivered before the Commercial Club of 
Providence, Rhode Isl&nd, December 1888." 
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and have largely aided in its development. He also claims 
that, under the Trust, while the average price of cotton- 
seed (which represents the amount paid to the Southern 
farmer) has largely increased, and the quality of the product 
has been improved, the price has been reduced. Ten years 
previously to the year 1888, the average price of "summer 
yellow oil was about 48 cents a gallon ; the year before the 
Trust the average price was. about 47 cents per gallon; 
thus it had fallen an average of one cent in five years. 
In 1887, however, it had fallen to an average of about 
39 cents per gallon, showing an average reduction in price 
of eight cents per gallon during the four years of the Trust ; 
that is, the price during the four years of the Trust has been 
reduced by eight times more than it was during the five years 
before the Trust." Mr Flagler continues — "Not only to 
the individual is there the benefit of a reduced price, but 
this great industry gives employment to thousands of our 
citizens, opens a new field for capital and labour, brings to 
our homes a new, healthful, and most desirable article of 
diet, and develops the internal resources of our great coun- 
try. It takes on the dignity of a national concern, and I 
do not hesitate to say that this development would have 
been utterly impossible under the old forms of business 
organisation. The experience of the twenty-five years pre- 
ceding demonstrated this, for the business was in a languish- 
ing, unsettled, and depressed condition, two-thirds of the 
corporations whose stockholders have formed this Trust 
being at the time practically bankrupt, giving only spas- 
modic employment, atid living only a feeble and uncertain 
existence." 

It would naturally be expected that an institution that 
had conferred such obvious advantages upon the community 
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as Mr Flagler here claims, would be acclaimed as a thing to 
be encouraged and conserved. But Mr Flagler evidently 
did not make due allowance for the perversity of the human 
mind, and especially for the characteristic ingratitude of 
mankind. iThe Trust was denounced on all hands, and 
from first to last its almost meteoric career was a continuous 
struggle against unpopularity, opposition, and financial 
troubles, until it was decided .that the only course left open 
was to dissolve the organisation. 

So great had the opposition to the action of the Trust 
become that it was seriously proposed that the planters 
should institute a '* boycott" against it on a grand scale, 
and refuse altogether to sell it their cotton-seed. This pro- 
position met with some favour, but the difficulty of carrying 
it out is obvious. On the other hand, the claim was made 
on behalf of the Trust that the trouble all proceeded from 
a class of middle-men, whom the Trust had endeavoured to 
get rid of by organising its own purchasing agencies, and 
endeavouring to reach the producers directly. These 
middlemen, it was said, were accustomed to buy seed (rgm 
the farmers at low figures, about $3 per ton, and re-sold it 
to the manufacturer at a price which left a handsome profit 
above the cost of transporting it to the mill. The Trust, it 
was claimed, would pay the farmer a better price than the 
middleman would, but the latter, naturally, fought against 
being abolished. The preponderance of evidence seemed 
to point to the exercise by the Trust of considerable 
oppression towards the producers. It was further ob- 
jected that Standard Oil methods had been copied with 
reference to the railroads, combinations having been 
made with them and rates obtained which prevented the 
few independent mills from using the roads, either for 
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• 

obtaining seed or for transporting their product in competi- 
tion with the Trust. 

According to Professor Jenks,* the Cotton-Seed Oil 
Trust only declared one dividend of 4 per cent., payable 
in quarterly instalments, and of this dividend only one 
instalment was ever paid. It was, however, reported in 
1890 that its profits were not far from 11 per cent, to 
certificate holders who bought at 33 per cent. During the 
last five years of the existence of the Trust its certificates 
fluctuated enormously in price, showing their extremely 
speculative character. In 1887 they touched a maximum 
of 63! and a minimum of 29 J ; in 1888 they varied between 
55J and 27! ; in 1889, between 58J and 31; while, in 
1890, the ordinary certificates fell to 15 J. After the Trust 
had been dissolved, it was reorganised as the American 
Cotton Oil Company, but since then, at any rate up to 
about a year ago, no dividends have been declared. 

* "Trusts in the United States," in the Economic Journal for March 
1892. 



CHAPTER IX. 

THE SUGAR TRUST IN THE UNITED STATES. 

It does not appear so difficult a matter to understand how 
an organisation may be established and carried on success- 
fully for the purpose of controlling a commodity that is 
more or less indigenous to the country, and which, being 
always cheap and abundant, is not subject to foreign com- 
petition to any material extent. It would, however, appear 
to be otherwise with a commodity that is not indigenous, 
and the supplies of which are mainly obtained from foreign 
countries. There is this material difference to be observed 
between the Standard Oil Trust and the Sugar Trust— the 
second most important founded in the United States. 

In the import business of the United States, sugar has 
for many years appeared to be the most important item. 
For the last twenty years the annual imports have varied 
from a minimum of 68 to a maximum of 94 million dollars 
a year, on which the duties levied by the tariff have been 
about 50 per cent, of the declared value. The imports of 
sugar into the United States are, indeed, only exceeded in 
their magnitude and value by the imports of wheat into the 
United Kingdom, in the recent history of international 
commerce. 

In proposing to establish a Trust to regulate the produc- 
tion and price of sugar, it was therefore manifestly to be an 

organisation that would have to deal with imported as dis- 
106 
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tinguished from indigenous produce, except in so far as the 
crude imported product might be refined in home refineries. 

The New York Senate Committee, which began its in- 
vestigations into the subject of Trusts in February 1888, 
examined, among others, a Mr Havemeyer, who de- 
scribed the organisation of the Sugar Trust. He said that 
the stockholders of various concerns had made an arrange- 
ment by which the stockholders of one sugar refining 
company secured stock in a number of others. The 
stock was placed in the hands of a board, who issued cer- 
tificates in return for the interest surrendered. A number of 
refineries outside the State joined in this arrangement, which 
was a perpetual one. In reply to the question whether, if 
he wanted to back out of the Trust, and get back the stock 
he surrendered, he could do so, he answered that he could 
not. In surrendering his stock in his own concerns he 
acquired an interest in all the refineries in the Trust. The 
profits of all the refineries in the Trust belonged to the 
certificate holders. It was, therefore, of no consequence to 
the refineries whether they were running or not. In fact, a 
number of them had been closed by the board. The 
aggregate of the certificates issued had been $45,000,000.* 

As regards the operation of the Trust or " arrangement " 
upon the course of production and prices, the witness said 
that production had not decreased to " any extent." The 
production of his own refinery, however, had been reduced 
about one-quarter. The effect of the operations of the 
Trust upon the market prices of raw and refined sugars had 
been to render them steady. It had not put up the price 
of the finished product. It was simply the intention of the 
board to "prevent the sagging of prices by over-produc- 

* This was subsequently increased to 50 million dollars. 
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tion." The formation of the Trust had not killed compe- 
tition. Each refinery could sell its own product at its own 
prices. The members of the Trust competed and underbid 
each other, but *'not to the same disastrous extent as 
formerly, as they had a good understanding." Through the 
operation of the Trust the price of sugar had been less to 
the consumer than it had been for five years. 

The Sugar Trust took action of a very arbitrary, and, on 
the face of it, a very objectionable character with a view 
to controlling production. One of the first things that it 
did was to order one of the largest refineries in New York — 
that of Moller, Sierck & Co. — to be closed, thereby throw- 
ing many hands out of employment Other establishments 
absorbed by the Trust were dealt with in a similar way, 
including the North River, the Oxward, and the Havemeyer 
Companies. The Trust was not able to secure possession 
of all the large sugar refineries, and those that remained 
independent had, of course, the advantage of the improve- 
ment in prices due to the monopolistic operations which it 
called into existence. Not only so, but they had advan- 
tages exceeding those enjoyed by the members of the Trust, 
inasmuch as the stock of the latter was largely watered, so 
that a private concern could pay 20 per cent, on its real 
capital, when the Trust could only pay 5 per cent, on its 
three-quarters inflated stock. 

Nor had the Trust a career of unalloyed prosperity in 
other directions. The great question of how far the 
organisation was legal was raised again and again, and 
threatened to jeopardise its existence. These inquiries 
bear so directly upon the most fundamental principle in- 
volved in the establishment of Trusts, that they may 
suitably be referred to. 
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The first of the cases brought to test the legality of the 
Sugar Trust was, in January 1889, decided by Judge Barrett, 
of the New York Supreme Court. The case was brought 
by the Attorney-General of the State against the North 
River Sugar Refining Company, to secure a decree for the 
forfeiture and dissolution of the charter of the company, on 
the ground that it had exceeded its powers in becoming a 
member of the Trust. Judge Barrett's decision was against 
the legality of the Trust. After a review of the provisioiis 
of the Trust agreement, and of the testimony elicited in the 
course of the proceedings, he arrived at the conclusion that 
the corporations joined in the Trust were a series of cor- 
porations transacting business under the forms of law, with- 
out real membership or genuinely qualified direction — mere 
abstract fragments of statutory creation — ^without life in the 
concrete or underlying association. The holding of shares 
of stock transferred by the Trust board to such persons as 
the board might desire to constitute directors, under the 
obligation to re-transfer the same when requested, was not. 
Judge Barrett held, a compliance with the statutory re- 
quirement that directors shall be stockholders in their cor- 
porations. The Judge, in dealing with the question whether 
the combination was one of corporations or merely one of 
stockholders, said that there was a complete practical 
identity of corporations and stockholders, and that, where 
the whole body of shareholders offended, the corporation 
offended. Forfeiture and dissolution followed, he said, as 
just and legal results. Other proceedings were brought 
against the Trust in the same year (1889) for conspiracy, on 
the ground that its members had combined to commit acts 
injurious to trade or commerce. 

The decision of Judge Barrett, by which the charter of 



no . TRUSTS, POOLS AND CORNERS. 

the Sugar Trust was annulled, was afterwards confirmed by 
the Supreme Court of the State of New York, which held 
that the North River Sugar Refining Company, against 
which the prosecution was instituted, had, by transferring 
its business and property to the Trust, and thus giving the 
management of its affairs to a body of men differing entirely 
from that designated by the statute, offended against the 
law under which it was created. The Sugar Trust was 
stated to have been founded " to secure by substantial 
organization, for an indefinite period of time, the control of 
the sugar business, and it must be supposed that it was 
intended to use that control for the 'pecuniary benefit of the 
associates, and that the direct and usual way in which that 
is accomplished is by the advancement of prices of the 
commodities manufactured and sold in the way of the busi- 
ness whose control is thus secured." The Court proceeded 
to state that "a jury would be justified in concluding from 
the Trust agreement and the other evidence in the case, 
that the governing object of the association was to promote 
its interests and advance the prosperity of the association, 
by limiting the supply when that could properly be done, 
and advancing the prices of the products produced by the 
companies. Where such appeared to be the case, the 
association, or arrangement, or whatever else it may be 
called, having for its objects the removal of competition 
and the advancement of prices of necessaries of life, is 
subject to the condemnation of the law, by which it is 
denounced as a criminal enterprise. So far as regards the 
Trust itself. As regards the particular defendant in the 
case, the North River Sugar Refining Company, the Court 
held that it had not only entered into an unlawful combina- 
tion, but had, in so doing, renounced and abandoned its 
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own duties and subverted its own franchises, thus rendering 
it liable to the order annulling its charter." So far, then, it 
will be seen that the judges before whom the case was 
brought were unanimous in holding the Sugar Trust to be 
unlawful. 

The object of the Sugar Trust, as stated, was to control the 
production of both refined and raw sugar, thus regulating 
the general course of prices in the sugar market. The capital 
of the Trust was 60 millions of dollars (about 1 2 millions 
sterling). The owners of the refinerie's who became parties 
to the Trust received certificates to the extent of four fold 
their value. In other words, they received 400,000 dols. 
of stock for every 100,000 dols. of actual value. Directly 
after the Trust was constituted, these certificates were 
selling in the market at 80 for 100 par. 

The Sugar Trust while in its hey-day earned enormous 
profits. This is proved by the fact that it paid to its share- 
holders dividends amounting to loj % upon its inflated 
and watered capital of fifty millions of dols. — two-thirds of 
the capital being taken as " water." The Trust has always 
been opposed by the Spreckles refineries in San Francisco 
and Philadelphia, and hence has not been able to raise 
prices to the level that they would probably otherwise have 
attained. These refineries, indeed, "have acted as a 
balance-wheel in regulating the price of refined sugar, which 
has fluctuated purely in sympathy with the varying relations 
of supply and demand." * 

* Report of New York Chamber of Commerce, 1890-91, part ii. p. 7. 



CHAPTER X. 

THE COPPER TRUST. 

No combination that has been founded within recent years 
has had a more eventful history, or been so signal a failure, 
as the combination that was formed in France, some years 
ago, for the purpose of acquiring the command of the 
copper supply of the world, and thereby so far limiting 
production as to create an artificial scarcity of the metal 
and a consequent increase of its value. The operations of 
this combination were purely speculative, and they were 
from every point of view entirely indefensible. The parties 
who originated the movement were not themselves con- 
cerned in the product to be handled, either as consumers 
or as producers; the operation was a "ring" pure and 
simple ; and it met the fate which all such mischievous 
enterprises are likely to meet when not founded upon a 
sufficient justification, or attained by a speculative trick. 

The copper ring, which was established in 1887, com- 
menced to buy stocks of copper at about ;^4o per ton, and 
they had bought very largely before their movements were 
generally known. Through their persistence in buying up 
all the copper in the market, the price of Chili bars was 
carried to over ;^ioo per ton. But, of course, the ring 
could not hope to maintain its hold on the market by simply 
acquiring the floating stocks, since it would have been 
possible for most of the great copper companies to extend 
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their output, and so to deluge the market, so long as the 
high prices lasted. One of the first steps taken by the 
ring was, therefore, to control production, and this they 
did by making an arrangement with twenty-seven mines or 
companies to take the whole of their annual output, at a 
given price, the output of each concern being under regula- 
tion. The annual output of these companies was fixed at 
175,858 tons, and the total liability incurred by the syndicate 
was over eleven and a quarter millions sterling. Chili bars, 
under these circumstances, rose from ;£^44, 5 s. in October 
1887 to ;^66, 15s. in November, and ;^85 in December. 
During the whole of 1888, as well as in the latter part of 
1887, the syndicate must have made immense profits, as 
the highest price they agreed to pay to producers was 
;^7o, and the very large yield of the Calumet and 
Hecla and Montana Companies was acquired at ;£6i, los. . 
per ton. 

But the old story of leading tjie unwilling horse to the 
water was repeated. Neither the Societt des Metaux nor 
the Copper mining compaoies had reckoned on the fact 
that the consumers would keep persistently out of the 
market until prices had fallen. The monthly supplies of 
copper during a great part of the time that the combination 
lasted averaged over 10,000 tons, while the consumption 
fell to about 5000 tons. The supply, therefore, was twice 
as much as the demand. It became necessary, of course, to 
do one of two things — either increase the demand or reduce 
the supply. Neither was easy to the SoctHi des Metaux, for 
they could not bind the public to buy, and they were them- 
selves bound to the copper companies to such an extent 
that they could not largely reduce the quantities thrown on 
the market. They had thus got caught on the horns of a 

H 
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dilemma, and either horn was almost as awkward as the 
other. 

The remarkable abstention from purchases that charac- 
terised the attitude of buyers is evidenced by the fact that 
directly the price had fallen the public demand increased, 
and stocks declined by over 21,000 in about seven months, 
while the deliveries, which were about 5000 tons per month 
during the reign of the syndicate, rose to nearly 14,000 tons, 
so that the price advanced from ;£^S at the end of April to 
;^48 in November by the reassertion of the law of supply 
and demand. 

In the first week of March 1889, the copper syndicate 
came to grief, owing to the failure of the French houses to 
sustain the market, under the pressure of the largely-in- 
creased supplies. In the previous three months the visible 
supply of copper had been increased about 20,000 tons, 
making the stock in England and France, and the supplies 
afloat from Chili and Australia to these countries, about 
i?5,ooo tons, or about one-half of the then total annual 
production of copper throughout the world from all sources. 

Naturally the immense supplies of copper thus thrown 
upon the market, brought about the usual consequences of 
a glut. The price of Chili bars fell from ;^77, los. in 
January and ;^78 in February, to ;£^39, ss. at the end of 
March. Such a sudden and complete collapse of price had 
never been known in the trade, and it would have been 
practically impossible for the strongest corporation to stand 
against it. The French syndicate held about 1 20,000 tons 
of copper when the collapse took place, so that if the fall 
in price is regarded as so much clear loss, they were likely 
to drop something like ;;^4,8oo,ooo. But the syndicate did 
not purchase their stocks at the higher figures named. The 
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prices at which they bought varied from ;;^6o to jQ^o per 
ton, the greater part of the stock in hand having been 
secured at an intermediate figure. Of course, when copper 
dropped to ;^2o or more below the price at which the 
Sodttk had bought, the road to ruin was clearly marked, 
and Xh^fadlis descensus Averni became much accelerated. 

The history of the Sociiti des Metaux supplies a notable 
example of the attitude that producers and consumers are 
likely, under ordinary circumstances, to take in reference to 
a combination of that character, and of the extremely risky 
and precarious tenure of that "fearful joy" which specu- 
lators so employed are likely to feel. The attitude of the 
producers is simple and natural enough. They had, to the 
number of twenty-seven — including all the principal mining 
companies — the offer of what appeared to be an exception- 
ally strong financial corporation to take up and dispose of 
all their produce at a price that left them a much larger 
margin of profit than they were then able to secure under 
a free fighting trade. Although copper is a notoriously 
speculative metal, it has not often been so high in price as 
;^6o a ton. The producers, therefore, were likely to seize 
with avidity the opportunity of disposing of the whole of 
their produce at prices not otherwise obtainable, even if 
that compact involved a reduction of make and deliveries. 
While the game lasted, it suited the copper companies 
admirably. 

When the Comptoir d^Escotnpte liquidated, as a result of 
the failure of the Socikth des Metaux^ it had advanced over 
100 million francs on the security of copper owned by the 
syndicate, on a basis of over £,\o per ton. It had guaran- 
teed contracts, having two years to run, with copper pro- 
ducing concerns of the magnitude of the Rio Tinto Com- 
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pany. Finally it had agreed to take about 80,000 tons of 
copper, if the syndicate did not do so, at ;^6o per ton. In 
short, the whole capital and reserves of the second financial 
institution of France were embarked in a most hazardous 
speculation, and that its depositors, whose claims amounted 
to over four millions sterling, suffered no loss was due to the 
advance of that, and an additional sum, by the Bank of 
France. A national calamity was thus averted, but it was 
at the cost of forcing the institution which officially repre- 
sents the government, to take over the questionable assets 
of a ruined bank. Such a shock to confidence, in a country 
so peculiarly sensitive to such impressions as France, was 
naturally of a most destructive type. 

Next to the subversive effect on the whole banking system 
of the country, came the positive losses in the wiping out 
or depreciation of securities. The capital and reserve of 
\ki^ Comptoir d^ Escompte amounted to 100,000,000 francs. 
Its 500 franc shares sold not long before at 1000 francs each. 
They now sold below 100 francs each. The Sodkti des 
Metaux, the formal organization of the syndicate, had a 
capital of nearly 60,000,000. francs. Its shares sold at 
one time at 1,200 francs each. Their price now fell to 
about 25 francs. The Rio Tinto mines, in which the chief 
auxiliary share speculation of the syndicate was conducted, 
were largely owned in Paris. The market value of their 
shares fell from 500 francs to about half of that amount. 
In short, a loss from shrinkages mounting up towards 
150,000,000 francs was seen in the securities directly in- 
volved in the downfall of the copper syndicate. 

Other interests are said to have suffered correspondingly. 
Paris is a great speculative and investment market. It is 
the seat of great financial institutions, and on the Bourse 
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many classes of government securities, and shares of rail- 
road, commercial, and industrial enterprises are dealt in. 
All of these had to endure a shrinkage. Altogether a more 
pitiable story of failure and disaster has seldom had to be 
told, and its only redeeming feature is the reflection that a 
defeat so overwhelming is likely to stand as a beacon-light 
to warn others from similarly sinister operations, if they 
would avoid a similarly crushing retribution. 



CHAPTER XL 

THE BRITISH CHEMICAL TRUST. 

During the last thirty years no industry has grown with 
more rapid strides than that which is known as the chemi- 
cal manufacture, and the principal products of which are 
soda and bleaching powder. The Tyne, the Tees, the 
Mersey, and other industrial rivers of Great Britain, bear 
testimony, which many will probably regard as only too 
obvious, to the extent and variety of this manufacture. The 
chemical trade is, however, not only subject to considerable 
vicissitudes from the usual ups and downs of the market, 
but it has all along been peculiarly liable to changes of a 
more or less revolutionary character from within, induced 
by the invention and adoption of new processes of manu- 
facture, founded upon new chemical reactions and dis- 
coveries. Hence it has happened that the works in one 
district would be extremely successful in consequence of 
adopting a more economical process, while those of another 
district would be in adverse circumstances from their 
inability to compete with the newest applications of chemi- 
cal science, which they were probably not in a position to 
apply at the moment. 

It was in these circumstances that the idea was conceived, 
in the latter part of the year 1890, of founding a chemical 
union or syndicate, intended to embrace all the different 
establishments employed in the soda or alkali industry. 

xx8 
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The ammonia process of manufacturing soda had then come 
well to the front, and the makers of that product by the old 
Le Blanc method found it difficult to compete with the 
newer system. The extent to which the new method was 
an improvement upon the old is pretty clearly evidenced 
by the fact that while in the first half of the year 1890 one 
establishment engaged in the new ammonia process had 
made a profit of over ;;^89,ooo, and a well-known estab- 
lishment on the Tyne, which continued to follow the Le 
Blanc method, incurred a loss of ;^2o,ooo in the sale of 
their soda ash. The manufacturers who followed the old 
Le Blanc process admitted the superiority of the alkali 
manufactured under the ammonia or Solvay process, but 
they found it difficult and inexpedient to make an immediate 
change. The well known chemical works of Allhusen & 
Co., on the Tyne, were specially constructed for the pro- 
duction of soda by the Le Blanc system, and for many 
years they found this to be an extremely profitable business. 
When Mr Solvay appeared upon the scene with his ammonia 
process,* he certainly produced carbonate of soda of 
greater purity than that yielded by the Le Blanc method, 
but he allowed the chlorine which formed the greater part 
of the raw material — common salt or brine — to go to waste, 
whereas in the Le Blanc process the chlorine is utilised for 
the production of bleaching powder, or chloride of lime. 
The fact determined the Newcastle Chemical Co. and other 
companies to stick to the Le Blanc process — at least for a 
time — the determining consideration having been thus ex- 

* This process is based upon a well-known chemical reaction, which 
permits of the production of soda by means of carbonic acid acting upon 
ammonia and brine. 
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pressed by Mr Christian Allhusen at a meeting of the com- 
pany held in 1890 : — 

"Civilised man requires chlorine just as material man 
requires bread ; and the fact that we can produce chlorine 
as cheaply as any firm or company in the world, is the sole 
excuse for the determined struggle we have carried on, and 
are now carrying on, for the continuance of our existence." 

The distressed condition of the alkali works carrying on 
the Le Blanc process, was the immediate and most urgent 
raison iTitre for the establishment, in the autumn of 1890, 
of the Chemical Union — an organisation which embraced 
most of the leading firms of alkali manufacturers throughout 
the United Kingdom. This, however, was not by any 
means the first organisation of its kind in the country. For 
many years a similar association was carried on among the 
manufacturers of bleaching powder with the object of con- 
trolling production. This association came to grief at the 
end of 1889, and as efforts made to bring about its re- 
establishment proved ineffectual, and as the production of 
bleaching powder thereupon was largely increased, the price 
of that commodity rapidly fell, and in a fiew months was 
J[^2 per ton under that which prevailed while the association 
was in existence. This was, of course, a serious blow to the 
manufacturers of soda by the Le Blanc system, because they 
were the principal producers of bleaching powder, and had 
extended the means of production, as admitted by the 
chairman of the Newcastle Chemical Company, far beyond 
the actual requirements of bleachers and paper manufac- 
turers. These firms were thus face to face with a double 
trouble — they were unable to compete with the Solvay pro- 
cess as alkali makers, and the bleaching powder, on which 
they depended for their profits, had become a drug in the 
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market, and had fallen to an unremunerative range of 
prices. 

When the Union or Trust was constituted in 1890 for 
the purpose of carrying on the alkali works of the United 
Kingdom as one industrial enterprise, it was stated that 
most of the works which it was proposed to acquire had 
been carried on at a profit. No doubt this was quite true 
as regards the ammonia process works, but it was not 
equally true in reference to most of the others, which, for 
the reasons already stated, were more or less in extremis, so 
that the good concerns had literally to bear the burden of 
the bad ones. This is an inevitable condition of forming 
syndicates of the kind in any industry. If the production 
or price is to be regulated, the whole of the works likely to 
be benefited, or likely to compete, must be taken into 
account, whether they are successful or unsuccessful, pro- 
sperous or the reverse. This is simply another way of say- 
ing that the strong works or firms are much less likely to 
gain anything from a regulated price than those that are 
weak and needy. The result is that it is generally the weak 
and impecunious works that are most anxious to establish a 
syndicate, and it was so in the case of the Alkali Union, 
although the larger and stronger firms also to a larger 
extent became parties to the agreement. 

One effect of the establishment of the Chemical Union 
was to give a great impetus to the production of chemical 
wood pulps. This system of producing fibre for the manu- 
facture of paper does not call for the use of soda, the fibre 
required being produced by simply boiling in sulphurous 
acid. Nor does chemical wood pulp call for 'the use of 
bleaching powder, like ordinary materials, except for paper 
of the very highest class. Hence, it is clear that when soda 
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and bleaching powder were largely raised in price by an 
artificial combination, it became the interest of the paper 
manufacturers, who are among the best customers of the 
alkali trade, to become as far as possible independent of 
the use of chemicals at prohibitive prices, and this they did 
by encouraging the use of wood pulp, not previously adopted 
on a very large scale. Large works for the production of 
this pulp were erected in Germany, Austria, the United 
States, and other countries, and the output was speedily 
increased by thousands of tons. Orders were, of course, 
withdrawn to a corresponding extent from the manufacturers 
of alkali and bleaching powder, by whatever process pro- 
duced, so that the good and successful woiks suffered 
equally with those that were bad and unsuccessful. 

Another result that followed upon the establishment of 
the Chemical Union was, that papermakers and other 
manufacturers who still required to consume the chemicals 
affected, began to make arrangements for erecting works to 
supply their own demands. "We cannot," they said in 
effect, "afford to have our markets taken from us for our 
own products by foreign competitors, the price of whose 
chemicals is not kept up by artificial means like our own." 
This matter did, indeed, receive a good deal of attention 
from the committee of the Chemical Union, and from the 
manufacturers that consumed the chemicals. The former 
declared that the consumers could not produce their 
chemicals so cheaply as the Union was prepared to supply 
them, while the latter contended that they could easily pro- 
duce more cheaply than the Union, because they could rely 
on providing works which would, of course, be equipped 
with all the most modem appliances for economical pro- 
duction. 
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The Chemical Union has, since its establishment, been 
conducted with a reasonable amount of prudence. No 
attempt has been made to extort exorbitant prices from 
consumers. The price of bleaching powder has been pretty ' 
evenly maintained, but it has not been higher than it was 
during the six years preceding the establishment of the 
Union, during which time, however, prices were artificially 
increased, as stated, by the operations of the Bleaching 
Powder Association. 



CHAPTER XII. 

SHIPPING TRUSTS. 

On the first blush, it might appear as if it were all but 
impossible to successfully establish a monopoly in an indus- 
try that is followed on such an enormous scale, and is of 
such world-wide extent, as that of shipping. No nation 
that has any pretensions to civilisation is without the means 
to a larger or a less extent, of breaking down, as far as its 
own commerce is concerned, an operation of this kind. 
And yet the fact remains, that monopolies have been 
established in the shipping business, and that, too, within 
comparatively recent years. 

This circumstance is one of such serious and general 
import in relation to the business of the world, that it 
demands an unusually close and careful consideration. If 
shipping business can be brought under monopolist influ- 
ence, and if any body of men, as companies, however 
powerful and wealthy, have it in their power to either pre- 
judice the interests of those outside the combination in 
their own trade, or the general interests of the public in so 
far as they are capable of being affected by the monopoly, 
it should be much more easy to bring about the results in 
industries whose operations are carried on within a more 
limited area, and less exposed to outside competition. 

When the question of the existence of a ring in the 
Australian shipping trade was recently under discussion, it 

Z24 
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was generally believed that the organisation was one of all 
the leading firms engaged in this trade to refuse freights 
that did not come up to a certain sum, so that the 
freighter who failed to comply with the terms proposed 
would find himself unable to get his goods shipped at all. 

As a matter of fact, the ring was not one of shipowners 
at all, but of the class called loading brokers. The business 
of the loading broker is to pay a lump sum for the whole 
cargo space of a ship for a given voyage, and let out this 
space in small quantities to the various merchants who have 
goods to ship. In other words, he buys cargo space whole- 
sale and sells it retail, as one might buy and sell any com- 
modity in general use. The Australian freight ring was 
simply an association of loading brokers, who agreed among 
themselves not to retail the cargo space in ships bound to 
Australia at less than a given rate. The brokers who were 
parties to this arrangement never, at any time, succeeded in 
monopolising the whole of the ships in the Australian trade. 
Indeed, when the ring was wielding the greatest amount of 
power, about the end of 1887, and when the so-called 
'* nefarious" character of its business was most loudly com- 
plained of, there were other vessels loading in London 
against it. Many important firms had, however, signed 
agreements which bound them to ship all their goods from 
London to Australia by the ships belonging to the ring, and 
those who entered into such covenants were, of course, 
unable to take advantage of the fluctuations of freight rates 
that took place when ships were put on in opposition to the 
ring, and caused rates to drop suddenly from 20s. to los. 
and even 7s. per ton. For this inability to buy freight 
space in the cheapest market, the shippers had, of course 
themselves to blame. They were in the position of a coal- 
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owner who has made a contract to pay a certain royalty per 
ton of coal raised at a time when the price of coal is high, 
and who is thereby prevented from taking advantage of the 
cheaper royalty rents awarded to his neighbour when coal 
is selling at a low price, and is a drug in the market. 

One of the largest shipping firms in the iron trade wrote 
to The Times to complain of the arbitrary manner in which 
the shipping ring. exercised its powers. Messrs I^ysaght & 
Co. of Bristol had contracted to sign an agreement with the 
Australian brokers under which they were compelled to 
ship all goods intended for the Antipodes, not from Bristol, 
but from London. Meanwhile another firm, acting in 
opposition to the ring, put on opposition ships, and offered 
to take Messrs Lysaght's goods at a through rate from 
Bristol to Sydney and Melbourne. This, of course, was a 
great advantage to the shippers, who had not, under the 
terms proposed, to incur the cost of sending their goods to 
London for shipment, and not unnaturally they accepted 
the offer. But as the Australian ring deemed this to be a 
contravention of the agreement made with them, the agree- 
ment was cancelled, and the members of the ring refused to 
ship any more goods for Messrs Lysaght unless at a pro- 
hibitive price. Messrs Lysaght offered to submit the matter 
in dispute to arbitration, but the offer was declined, and the 
consequence was that the freighters had to submit to the 
dictation of the ring or combine with others to suppress it, 
and it need hardly be added that the latter alternative was 
one that was not easy to carry into effect. 

It will, of course, be asked why should freighters put 
themselves into the hands of a shipping combination of this 
character with their eyes open, and thereby deprive them- 
selves of the opportunity of taking advantage of the best 
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terms likely to be available? The answer is simple. It 
was done under compulsion. The ring required all Austra- 
lian nierchants and shipping agents to sign an agreement by 
which they were precluded from shipping by any sailing 
ship loading for Australian ports other than those loaded 
by members of the ring, on pain of having an extra rate of 
freight charged. No important shipper could afford to be 
thus practically placed at a disadvantage in competition 
with others in the same trade. It was like putting a loaded 
pistol at the head of the shippers. The brokers had, of 
course made for themselves a very strong position before 
they could afford to take such a high-handed step. They 
boasted, indeed, that they had accumulated from surplus j 
profits a sum of ;^ 80,000, wherewith to fight all opposition, j 
and the moment that opposition, in the form of lower rates 
of freight, was offered, the brokers found it worth their while 
to underbid the lowest rates that were possible, and even 
to undertake freights that could not fail to be attended with 
absolute loss. 

From the brokers* point of view, it need hardly be said 
that they had a great interest at stake. So long as they 
were able to keep their ring going they were enabled to 
keep themselves quite free from competition, alike as 
regards their dealings with the shipowner — from whom, in 
most cases, they chartered the ships that they employed — 
and with the merchant, who was left without choice, no 
matter how unsatisfactory the arrangement might be on 
economic grounds. Strangely enough, the brokers were 
enabled, so long as their combination lasted, to dominates 
both shipowners and merchants, in consequence of the con-[ 
ditions under which the Australian trade was carried on. I 
The shipowner who wanted to charter his ship for an 
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Australian voyage had to apply to one of the ring, and the 
members of the combination settled among themselves 
what rate they should give. From this rate the shipowner 
had practically no appeal, unless he was prepared to strike 
out an absolutely new line for himself, and this, of course, 
was attended with much trouble and uncertainty. Besides, 
the ring generally offered the shipowner what was considered 
reasonable terms, and certainly better terms than he could 
have commanded, in a general way, had he had the temerity 
to work against them. The merchant, on the other hand, 
was compelled to come to the brokers for a rate of freight, 
since the ships in the Australian trade were practically 
entirely at their disposal, and the combination not only 
settled the rate that must be paid, but they fixed the time 
at which, and the vessel by which, the goods were to be 
shipped. 

The freight ring had, of course, to encounter the com- 
petition of continental ports, and it may at once be asked 
why did not the shippers of Enghsh goods ship from 
Antwerp or Hamburg? The answer to this is that it has 
been found politic for a freight ring to prevent continental 
opposition by clearing the continental ports of their better 
class goods, which are usually carried at high rates of 
freight, by booking them through vtd London at a greatly 
reduced tate, or, if there is sufficient, by sending an occa- 
sional vessel to the continental port to take them in there. 
One well authenticated case is cited of continental fine 
goods, shipped from Hamburg vid London to Australia by 
P. and O. steamer at a through rate of 50s. per ton to 
I cover everything, while English goods by the same steamer 
were charged 60s. from the London docks, and shippers 
had to deliver alongside at the docks, at a considerable 
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additional cost for cartage, dock dues, &c. In such a case, 
of course, the continental manufacturer is enabled to sell at 
an advantage which is fatal to his English competitor, and 
it is beyond all question that freight rings have driven many 
classes of bulky goods from England into Continental 
channels, while the measures which such combinations have 
adopted, in order to prevent the development of the direct 
carrying trade from Continental ports, are equivalent to the 
payment of a considerable premium upon the better class of 
goods to the continental manufacturers. So far, indeed, has 
this been carried that some manufacturers have declared 
that the influence of freight rings upon the industries in 
which they were engaged, would be sufficient, if their pro-, 
perty in England were of a realizable character, to make it 
profitable for them to transfer their capital to the Continent, 
and to pursue their business there. Instances in proof of 
this statement have been actually furnished in the cases of 
the wire, the cement, and the bottled beer trades. The 
large Australian demand for these three articles has, it is * 
said, been supplied by Continental factories to a large ' 
extent from Hamburg, Antwerp, and other Continental 
ports, because the high rates of freight from England have 
been fatal to the competition of English manufacturers. 

In the case of freight rings an element comes into play 
that is hardly found to operate in the case of ordinary 
industrial syndicates. The shipping trade is one that 
enjoys in a special, and generally unique, degree the ad- 
vantage of bou nties and subs idies. In our own coun- 
try, subsidies are paid to such lines as the P. and O. 
for carrying the mails. On the Continent bounties are 
paid both for the building and the working of ships. The 
German Government some years ago heavily subsidised a 

I 
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line of steamers, intended to load from Hamburg and Flush- 
ing, for the express purpose of assisting German manufac- 
turers to develop their direct trade with the Australasian 
colonies. At the same time, the British Government was 
making large grants of public money to an English line 
whose policy, in so far as they were parties to the shipping 
ring, was absolutely fatal to the success of British trade. It 
has been suggested that in making such grants in the future 
to the leading shipping lines, Government should attach a 
condition that the grant should be liable to forfeiture if it 
were proved that the company had either joined a ring or 
boycotted a shipper. So far as the facts are known this 
condition should not be difficult to carry out, but it does 
not always happen that the true facts come to the know- 
ledge of those who have the power to apply the remedy. 
The parties to the contracts and arrangements made with 
the object of controlling prices or freights have usually 
something "up their sleeve," which only comes to light 
when the State has ordered a committee or a commission 
to inquire into the whole matter. 

The specific question involved in the case of the Mogul 
Shipping Company was that of the legality of a combina- 
tion between a number of ship-owners and transportation 
companies which, with a view to securing exclusive control 
of the tea-carrying trade from Hankow and Shanghai to 
London, allowed a rebate of 5 per cent, on the freight to 
firms which shipped by other than combination vessels. 
One company, which had been for some time admitted to 
the combination or conference, was afterwards excluded 
therefrom, the China merchants being warned by a circular 
that anyone shipping in the vessels of that company would 
lose the rebate. The company sought to gain a portion of 
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the trade by cutting rates, but the combination lowered its 
rates in turn, and the excluded company lost its freights. 
It thereupon brought a^ suit against the members of the 
combination on the ground that the combination amounted 
to an unlawful conspiracy to deprive it of its share of the 
trade. 

This case was tried, in the first instance, before Lord 
Chief-Justice Coleridge, who gave judgment for the defend- 
ants. He held that the combination among the defendants 
to secure the trade in question to themselves was not illegal, 
but came within the bounds of legitimate trade competition. 
The defendants had, he said, the right to offer inducements 
to customers to deal exclusively with them, by giving them 
notice that only exclusive customers would have these 
exceptional advantages. He saw in the circumstances of 
the case nothing upon which to base a charge of coercion \ 
or bribery, and nothing to show that the combination was 
one in restraint of trade in the legal sense. This decision 
of Lord Chief-Justice Coleridge was affirmed in July 1889 
by a majority of the Court of Appeal, who held, in sub- 
stance, that as the combination of the defendants was 
simply in order to promote their own gain, there was 
nothing illegal in it, provided the members did not 
circulate false rumours, or resort to intimidation or fraud, 
in order to destroy the competition of the plaintiff. 



CHAPTER XIII. 

THE AMERICAN WHISKY AND OTHER TRUSTS. 

The extent to which the movement for the establishment 
of trusts in the United States has proceeded has been 
indicated in a previous section. One of the large products 
that came under treatment as a trust business was whisky. 
This Trust had an eventful history, and presents some 
features that are deserving of special consideration. 

The Whisky 7>wj/ was founded in the year 1887. The 
trade is a strong one, and the Trust found little difficulty in 
providing a large fund for the purpose of fighting its rivals in 
other parts of the country who had not come within its 
ample folds. One of its first movements was to drop the 
price of whisky to sucli a low point, that the non-syndicated 
producers could not compete with the Trust without in- 
curring a heavy loss. In this way two objects were to be 
gained. The Trust was likely, in the first place, to secure 
a reputation for benefiting consumers, instead of incurring 
the reproach of raising the price of the commodity, and on 
the other hand, it was expected that the low price at which 
the Trust was prepared to sell would kill off some of the 
weaker competitors. 

The reign of low prices was not, however, of long dura- 
tion. With occasional advances, attributed to the rise in 
the price of com, the Trust did not venture on a high range 
of prices until June 1890, when a considerable increase in 
T33 
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the price of corn brought about a material advance in the 
price of alcohol. Professor Jenks has, however, pointed 
out that while an increase in the price of alcohol was 
necessary to meet the increase in the price of corn, a much 
greater advance was made than was required to strike a 
balance;* and figures which he compiled showed that, 
whereas the advance in the price of com justified an increase 
of five cents per gallon in the price of whisky, the actual 
advance made by the Trust was not less than twelve cents 
per gallon. 

With such a material advance in the selling price of the 
product, the American Whisky Trust was able to declare 
greatly improved dividends, as compared with the indi- 
vidual distillers. Professor Jenks states t that " the Whisky 
Trust has regularly declared dividends of from one-eighth 
to one-half per cent, per month since its organisation," 
and that when the surplus is taken into account, " this has 
probably made for them an earning of at least 12 per cent, 
a year, during the latter period, on the capital invested, and 
perhaps 15 or 18 per cent., as the testimony of some of its 
members showed that the value of the plant was about 
one-third of the nominal value of the stock." 

Before the establishment of the Whisky Trust there had 
been several combinations of distillers in the United States, 
designed to take measures against over-production. At 
one time such an organisation limited the production to 
28 per cent., and at another time to 40 per cent, of the 
normal capacity of the distilleries. About the time when the 
Civil War was begun, the Government of the United States 
largely raided the excise tax on whisky, at first to twenty cents, 

* The Economic Journal^ March 1892, p. 89. 
t Ibid,^ p. 94. 
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and finally to two dollars per gallon, allowing a considerable 
interval to intervene before the higher rate was levied. 
This offered a great stimulus to the trade, and is said to 
have called into existence many more distilleries than would 
have been built under normal conditions, so that the busi- 
ness has generally suffered from the evils of over-production 
in an unusual degree. After the formation of the Whisky 
Trust, it was found that twelve distilleries, running to the 
full extent of their capacity, produced as much as eighty 
distilleries had produced previously. Of course, these 
eighty distilleries had to produce quantities much under 
their capacity, and profits would be likely to be corre- 
spondingly reduced. 

The Brewery Trust, — Some years ago — in April 1889 — 
there was some talk of establishing a great Brewery Trust in 
the United States, with a view to regulating the production and 
the price of beer. There were then stated to be two thousand 
breweries in America, with an annual production of over 
twenty-five millions of barrels, and this industry was said to 
employ more capital than any other in the United States (flour 
alone excepted) engaged in the production of food staples. 
The extent and wide scope of the beer industry rendered it 
difficult to establish a trust of the character suggested, but 
a syndicate was formed for the purpose of endeavouring, if 
not to establish a trust, at any rate to secure options on 
the principal properties of this description, in order to make 
money " by floating the stocks on the London Stock Ex- 
change." The result was conspicuous in the new issues for 
1889-90. But there has for some years been a protective 
pool among the brewers of New York City, which regulates 
prices, discounts, and terms, and has, it is said, proved very 
advantageous to the trade. This was a case where the 
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public voice would probably pronounce a trust to be ex- 
cusable if not beneficial, as iii the case of the Whisky 
Trust, provided, of course, that prices were raised so high 
as to keep down the consumption. 

The Milk Exchange^ Limited, was a combination estab- 
lished in the city of New York, which, though not exactly a 
trust in the ordinary and usual acceptation of the term, was 
an organisation which was established for the purpose of 
destroying competition, and it has been denounced by the 
General Laws Committee of the Senate of New York State 
as " a monopoly of the worst sort." This Corporation was 
formed with the ostensible object of buying and selling 
milk. It has been exclusively a middleman's organisation, 
and it has been complained that they, through its authority, 
fix the price of milk. In brief, the farmer is obliged, in 
consequence of the large extent of the ramifications of the 
Milk Exchange, to sell his milk to that corporation at two 
and three cents a quart, while the Exchange is left free to 
charge consumers in the city seven or eight cents, and 
at times as much as ten cents a quart, in their discretion. 
The Senate Committee recommended in 1888 that owing 
to such proceedings the Charter of the Company should be 
forfeited, but, after all, it is doubtful whether the Milk 
Exchange does more or worse things than are done every 
day by individuals and companies that have the command 
of a large capital, and are in a position to fix prices over a 
large area. 

The Salt Trust, — In the English salt industry there had 
been reckless competition, and an undercutting of prices 
for many years prior to 1889. The average price of salt, 
which not so many years ago had been as much as 20s. per 
ton, had gradually fallen until during the ten years ending 
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1889, the highest price of salt at the mines or works was 
7s., and many thousands of tons were sold as low as 2s. 6d. 
The competition was strong enough while Cheshire and 
Worcestershire had the business practically entirely in their 
own hands, but when the Cleveland district came into the 
field it grew keener still. To put an end to this futile com- 
petition, and consolidate the interests of the various owners 
of salt mines and works, a Salt Union or Syndicate 
was established in 1889, which ultimately included every 
salt proprietor of any position in the country. Since then, 
the Union has paid much better average dividends than the 
salt-owners could have paid individually, and that, too, 
without raising the price of salt to ordinary consumers to 
an extent that can be materially felt Large consumers of 
salt, like the alkali manufacturers, have, of course, felt the 
pinch more keenly. 

Steel Rail Trusts, — There are probably few commo- 
dities that so readily lend themselves to the regulation of 
production and of price on a large scale as steel rails. The 
manufacture of railway material is in comparatively few 
hands, whether in England or abroad. There are not more 
than eight or ten firms engaged in this industry in Great 
Britain, and probably there are not so many in Germany. 
It is much the same in the United States, where the trade 
is chiefly concentrated in the hands of two large companies 
— the Carnegie Company at Pittsburgh, and the Illinois 
Steel Company at Chicago. The manufacture and sale of 
steel rails has consequently been more or less regulated for 
a very considerable time. The most important organisation 
of this description was formed in London in 1883, and 
flourished for something like three years, one of its more 
prominent features being that it had, up to a certain point, 
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an international character, in so far as it included German 
and Belgian manufacturers.* 

German Coal Trusts, — Attempts have been made to 
regulate the production and price of coal in the Dortmund 
coal-field at several periods since the year 1879, when a 
crisis of unusual severity led to the establishment of one of 
the first syndicates founded for that purpose. M. Gruner, 
who has made a special study of these syndicates, t remarks 
that the original agreement, which was mainly intended to 
limit production, was made only for a year, and at the end 
of each succeeding twelve months its terms were greatly 
modified. One of the conditions imposed on the coal-owners 
who became parties to the agreement was that, if they 
exceeded the limit of production fixed by the syndicate they 
should incur certain monetary penalties, which were applied 
to the provident and benefit organisations carried on for 
the benefit of the miners. This penalty was usually more 
or less according to the excess of production, and varied 
from a minimum of 6d. to a maximum of 2 s. per ton of 
overplus. 

The syndicate had, however, a very chequered and 
stormy career. Great difficulty was found in fixing from 
year to year the quantity of coal to be produced from . each 
mine. In 1884, thirty-eight of the principal mines with- 
drew from the organisation, and although the penalty fixed 
for exceeding the production agreed upon was the consider- 
able one of 2S. per ton, several concerns, tempted by com- 
paratively high prices, exceeded largely the prescribed limits, 

* The history and working of this organisation were described by its 
President in his evidence before the Royal Commission on the Depres- 
sion of Trade, December 17th, 1885. 

t Les Associations et Syndicats Miniers en Allemagne, 
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so that the total output of 1885, instead of being 8^ per cent, 
under that of the previous year, was actually 2 per cent, 
above it. On these facts, M. Gruner remarks : — 

" Les rdsultats obtenus par le syndicat pour la reduction 
de la production furent done presque nuls : d'une part, les 
exceptions qui avaient dd etre consenties pour satisfaire aux 
exigences de certains membres, otaient beaucoup de leur 
efficacit^ aux clauses de reduction ; d'autre part, la p^nalit^ 
convenue n'^tait pas un obstacle au d^veloppement de pro- 
duction de certains associ^s situ6s dans des conditions 
^conomiques sp^cialement avantageuses. 

" Ainsi, pour ne citer qu'un exemple, une compagnie qui 
avait cependant adh^r^ au syndicat, avait produit, en 1886, 
76.206 tonnes de plus que ne le permettait la convention ; 
elle fut done tenue, de ce chef, k verser k la caisse S3mdicale 
une somme de 188,015 francs. Elle avait trouv^ avantage 
k subir cette amende plutot que de r^duire sa production, 
estimant que cette cotisation n'augmentait que de 6 cen- 
times son prix de revient et que Faugmentation resultant 
d'une reduction de production edt ^t^ notablement plus 
considerable. 

"C'est en vain qu'on chercha de nouvelles bases pour 
asseoir une nouvelle convention, k prendre cours le i*' 
Janvier 1887 ; tous les efforts demeurferent infructueux. 

" En presence de cet insuccbs, la majority des int^ress^s 
songea alors k imposer l^galement ses volontds par Tinterm^- 
diaire de la Caisse des mines, k laquelle toutes les mines de 
la circonscription sont obligatoirement affili^es." 

For several years following the failure of the Dortmund 
Coal Syndicate, the coal industry of that district was in a 
very unsatisfactory condition. Prices fell almost continu- 
ously, and returns were published which showed that the 
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average dividends paid by the principal companies over a 
series of years, did not exceed 3 per cent. In June 1887, 
accordingly, Dr Hammacher, President of the Association 
for the Defence of Mining Interests at Dortmund, proposed 
the establishment of an association for the pooling of the 
coal supply of Westphalia, so far as the principal collieries 
were concerned, following the system already adopted in 
the case of the coke manufacture of the same locality. 

In this latter case, a Coke Manufacturers' Association 
was founded in the year 1885, and for a period of fifteen 
months it was carried on successfully, and succeeded in 
maintaining prices ; but owing to the withdrawal of some 
30 per cent, of the producers, who preferred to be indepen- 
dent, the association was dissolved in October 1886. At a 
later date the syndicate was re-established on more satisfac- 
tory lines, and succeeded in securing the cohesion of 99 per 
cent, of the total output of coke in Westphalia. The 
disposal of the output is controlled by a committee, who fix 
the quantities to be produced, and the price has been kept 
up with a fair amount of success while the syndicate has 
been in existence. 



CHAPTER XIV. 

RAILWAY POOLS AND COMBINATIONS. 

The relations of the railways of different countries to the 
public interests have often been marked by combinations to 
keep up particular rates, or conditions, which may be 
variously regarded as a pool, a trust, or a ring (according 
to its circumstances) of a different form. In the United 
States, railways have no protection or monopoly beyond 
what they can create for themselves by sheer strength and 
endurance. Any one can build a railroad wherever he likes, 
and when a competing line is threatened, the already estab- 
lished lines do not, as in Great Britain, rush to Parliament 
to seek for statutory powers to keep out the threatened 
intruder, or rather to have such powers refused to the new- 
comer. Each railway company or corporation must fight, 
like " Hal o' the Wynd," for " his ain han'." Competition 
has thus been made much keener and more general in 
America than in Great Britain, France, or Germany, where 
a particular company has usually a monopoly of a particular 
district. 

The usual process adopted by the established railway 
interest is to retain possession of the traffic, and starve out 
its competitor by cutting rates. This process may or may 
not be one of natural selection, but it is certainly one which, 
if it were sufficiently long-continued, would compel the 

weakest to go to the wall. The practically unrestricted 
X40 
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liberty to build railroads enjoyed in the United States, is a 
principal element in the instability and fluctuations of 
American railway property. No line is exempt from the 
danger of having to share a certain portion of what appears 
to be a practically monopolist traffic with some new-comer, 
and if the ultimate result should happen, as is very likely, 
to be bad for the new-comer, it is certainly not good for the 
established concern. A cut-throat competition to-day is 
probably followed by a pooling or dividing arrangement to- 
morrow, and a cutting of rates again the day after. 

Combinations are also common between different railway 
concerns, for the purpose of securing a share of through 
traffic, and, if possible, diverting such traffic from other lines. 
This form of combination has not, as a rule, been adverse 
to the public interest. On the contrary, through, or com- 
petitive, rates have in general been greatly reduced, and in 
many cases to such an extent as to cause discrimination 
against local or non-competitive traffic. Such combinations 
to procure through traffic have been carried so far, in the 
United States at anyrate, that no important line is now 
worked independently of its connections. 

Such combinations, again, usually aim at four different 
results, namely (i) to secure all the traffic possible; (2) to 
secure such traffic for the longest possible haul ; (3) to con- 
vey as much traffic as possible to the markets of the com- 
mercial centres, upon the prosperity of which that of the 
road mainly depends ; and (4) to obtain the best paying 
rate attainable under all the conditions governing competi- 
tion between rival markets, and between rival transportation 
lines. 

In order to avoid the great losses that inevitably attend 
on wars of rates, the Railway Companies of the United 
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States have, at different times, entered into what are known 
as pooling arrangements for the apportionment or division 
of traffic. These arrangements, though they appear to be 
dictated by reasons of policy, have not been always, or, 
indeed, generally made without difficulty. In the cutting 
of rates it was found that each competitor possessed a 
capacity to injure its rivals exceeding its ability to benefit 
itself — that the decline of rates involved in such a struggle 
was not compensated by any possible increase of traffic. 
Attempts were made, but without success, to secure the 
intervention of the State, or Federal authority, in deciding 
matters connected with competitive inter-State traffic, and 
it was finally left to the various companies concerned to 
frame regulations for themselves. 

The line upon which pooling agreements are framed are 
in some respects singular. The circumstance that mainly 
determines the question of what amount of traffic shall be 
apportioned to each road is the relative ability of each of 
the several lines concerned to secure traffic for itself. The 
cost of the transportation of the traffic to each road carrying 
it, the relation of the receipts to the expenses of each line, 
and the comparative and relative costs of constructing the 
several lines that are concerned in the pool, are regarded as 
minor matters. In some cases the apportionment of the 
traffic is based upon the tonnage moved, which is called a 
physical pool ; and in other cases the receipts are divided, 
which is known as a money pool. In some cases the officers 
of each company keep a record of the amount of traffic 
actually carried by each line ; and in others, the companies 
having first agreed upon the share of the competitive traffic 
which each road shall be allowed to have, an agreement is 
made with the principal freighters that they shall so direct 
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their shipments or freight that each road shall receive the 
proportion of the competitive traffic agreed upon. 

Numerous pooling arrangements were made on these 
and similar lines between the principal railways of the 
United States up to a comparatively recent date. The 
history and progress of some of the principal pools of this 
description are set forth in the valuable " Reports on the 
Internal Commerce of the United States," published by the 
Treasury office at Washington, so that we need not enter 
into the subject here at greater length. It may, however, 
be remarked that railroad pools are usually regarded by 
the public with much disfavour, and that they have fre- 
quently come under the animadversion of the courts of law. 

Under the Inter-State Commerce Law of 1886^ railways 7 

were prohibited from making pooling arrangements. This 
provision has, however, been subjected to a great deal of 
adverse criticism. It has been held by a high railway 
authority that " the prohibition of pooling encourages secret 
rate-cutting, and leaves the honest and the careful carriers 
helpless against the dishonest and the reckless." Another 
has contended that " the provision of the inter-State law, 
which prohibits railway companies from assisting each other 
to maintain living rates, while their earnings are constantly 
being reduced by hostile legislation, is repugnant to the 
ordinary principles of equity, and threatens general railway 
bankruptcy." It has been suggested that the object to be 
accomplished by legalising pools can be attained by enact- 
ing ''that the highest rate that shall be allowed to be 
charged in any one year shall be the lowest rate that shall 
have been charged during the preceding year," and what- 
ever else may be said about such a proposal, it would at 
least be likely to prevent irresponsible freight agents from 
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involving their companies in freight wars, and business men 
in large fosses. Although under the law named the com- 
panies are prevented from making pooling arrangements in 
the same open way that they did before the law was passed, 
it is stated that such arrangements are still continued, veiled 
under private and unwritten understandings which it is 
difficult to trace. 

The establishment of combinations has to a certain ex- 
tent been restrained, especially in the case of railroads, by 
the fear of the consequences of resistance on the part of 
the public. That resistance might conceivably take, and 
has in reality taken, many different forms. But in so far 
as it applies to combinations to keep up railway rates, its 
action would most probably assume the form apprehended 
by the President of one of the American trunk lines, when, 
in discussing the so-called "Saratoga compact*' — a pro- 
posed agreement as to the differences of rates which should 
prevail between the four principal Atlantic seaports and the 
principal commercial centres of the Western and North- 
western States — he declared that "such a combination 
would be regarded by the people as being against their 
interests ; that as a result a combination of the people would 
be formed against the railroads of the country ; and that 
through the courts, the legislatures, and the national con- 
gress, hostile action would be induced, which would more 
than counterbalance the advantages realised from the in- 
creased rates that might be commanded through so power- 
ful an organisation." * 

The commercial press of the United States, equally with 
the railway interest, has denounced the absolute prohibi- 

* Report on the Internal Commerce of the United States for 1879, 
p. 161. 
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tion of pools contained in the Inter-State Commerce Law, 
and has argued that although there are no doubt abuses 
connected with the pooling system, the remedy for them is 
to be found, not in the prohibition of such arrangements, 
but in their recognition and regulation.* In support of 
this argument, it is pointed out that in Europe the chief 
States have come to regard railway pools as a necessity. 
In Belgium, the Government railways are stated to enter 
into pooling arrangements with the private roads. In 
England, arrangements are made between the different 
railways which practically amount to pooling, as, for 
example, where they agree upon the rates to be charged 
to competitive points, and when one company agrees to pay 
to another a certain annual subsidy in lieu of its share of 
actual or possible traffic. More or less modified pooling 
arrangements are common in other European countries, 
and indeed they are deemed to be essential to the carrying 
on of railway operations. 

A " pool " between different railway companies does not 
necessarily imply the absence of competition, nor does -it 
in all cases mean that higher rates ase to be maintained. 
On the contrary, there is always to be found the keenest 
competition, even between lines that pool their traffic, in 
the effort to secure traffic by special facilities and induce- 
ments. On this subject a recent writer has observed : — 

" But the interest of the public in the methods of trans- 
portation companies is not confined to rates. From the 
nature of the case competition in facilities is as inevitable 
as competition in rates is impossible. Railroads differ from 
stores in this respect. Buyers of merchandise want the 
largest possible stock to select from, and the lowest possible 

* '* Bradstteet's," December i8th, 1886. 

K 
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prices, and they care much less than is commonly supposed 
whether they find the cheapest and best goods in a brown 
stone front or a wooden one. But the traveller who sets 
out from New York for Chicago, other things being equal, 
takes the route which gives him the quickest time, the most 
desirable cars, the most courteous attendance, and the best 
provision for meals en route ; while the shipper of freight, 
other things being equal, chooses the line which experience, 
or common repute, indicates as most likely to afford prompt 
dispatch with ample conveniences for loading and dis- 
charging. In all these respects, in freight and passenger 
service alike, every road, so long as it does business at all, 
must compete with its neighbours. In the matter of rates, 
the Pennsylvania no more competes with the New York 
Central than if it had no existence, but in the matter of 
facilities there is constant and active competition. Com- 
petition in facilities is in every way desirable from the 
standpoint of the public. The more there is of it the better 
for the community, and probably in the long run for the 
owners of the railways as well. 

** This leads to the question whether the form that rail- 
road combinations take is a matter of indifference. Four 
possible forms substantially cover the ground. Parallel 
roafls may consolidate, join in an agreement to maintain 
rates, pool their competitive traffic, or pool their earnings. 
The * traffic contracts,' which have become so prominent of 
late, are in principle only a modified form of pooling. Most 
railroad men, and some economists, hold that it was a mis- 
take for Congress to prohibit pooling. So far as the rate 
question is concerned, they are doubtless right. Tariffs are 
much more easily maintained by pools than by mere agree- 
ments upon certain rates. As a rule, pledges to observe 
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good faith and stick to the tariff are made publicly only to 
be broken secretly, unless the motive for breaking them is 
taken away. Pools certainly take away this motive. But 
do they not at the same time take away the motive for en- 
larging and improving the service given to the public ? 
Agreed rates leave the various companies free to increase 
their revenues to the utmost." 

Another American economist — Professor Hadley — whose 
well-known book on Railroad Transportation is one of the 
best of its kind, is of opinion that the countries where pool- 
ing is carried to the fullest extent are those in which the 
evils of discrimination are best avoided, and he even goes 
the length of affirming that the worst forms of discrimination 
can be avoided only by a system of pooling. 

But whether Congress was right or wrong in its prohibi- 
tion of railway pooling arrangements, there is no doubt of 
the fact that the railways of the United States have, in 
some respects, set a noble example to the rest of the world. 
They have introduced every possible source of economy 
into their system of transport, until they are now carrying 
the enormous freight traffic of the country at less than one- 
half the average rates that were current a few years ago. 
The result has been such a development of that traffic as 
the United States alone can show. The total ton-mileage 
of the freight carried on American railways in 1890 was not 
much short of equalling that of the whole of Europe, and 
was probably more than seven times that of the United 
Kingdom.* But the gross income from freight in that 

* This must be largely a matter of estimate, inasmuch as the annual 
ton-mileage of British railways is not recorded. If, as some believe, 
the average lead is about thirty-five miles, the total ton-mileage of 
1890 would be about 10,765 millions, which would be about one- 
seventh of the American ton-mileage in the same year. 
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year in the United States was only about 135 millions 
sterling, as compared with 43J millions earned from the 
same source by British railways, so that the American lines 
did not earn much more than twice the gross revenue of 
British lines, although they rendered probably about seven 
times the amount of service.* Obviously this means that 
the American lines have been carrying traffic at very low 
rates, so that whatever influence railway pools may have had 
in other directions, they have not created a system of high 
tariff charges, which is always injurious to the interests of 
commerce. 

A competent writer on traffic pools or allotments has 
justly remarked that " not the least of the difficulties to be 
met with in the administration of a great combination touch- 
ing the material interests of the people at a thousand points, 
is the fact that with the enlargement of its powers, it 
becomes more and more amenable to public opinion, and 
that when it assumes the form of a monopoly with respect 
to any matter affecting the people generally, it becomes 
subject to a degree of public accountability, almost, if not 
quite, as decided as that which attaches to the administra- 
tion of governmental affairs." t 

Another serious difficulty that has almost uniformly 
shortened the lives of combinations of this sort is that they 
can only be founded upon the known circumstances existing 
at the time. But these circumstances are usually subject 
to ultimate, and often to very rapid, change, and as these 
changes cannot be foreseen or provided for, a revision of 

* Being subject to the qualification stated above, this figure must not 
be taken as absolute. 

t Report on the Internal Commerce of the United States for 1879, 
p. 182. 



RAILWAY POOLS AND COMBINATIONS. 149 

the terms of an agreement for pooling business is frequently 
called for. This revision is, of course, designed either to 
admit fresh parties to the pool, or to give some of the 
existing parties a larger share of business at the expense of 
others. This element of instability involves frequent re- 
construction of every pooHng scheme, and a consequent 
liability to disruption. 

The arguments against pooling have been well stated by 
Mr James F. Hudson, a well-known American writer on 
railway matters, who remarks that "the vital economic 
question of the day is whether great masses of capital shall 
be permitted the advantage of emancipating themselves 
from competition while subjecting the great body of those 
from whom they buy or sell to the most direct and powerful 
action of that force. The specious claim that the era of 
combination promises relief for the masses from the pressure 
of competition is wholly imaginative. If every department 
of trade and industry could be so equally subjected to the 
operation of trusts and pools that everybody —farmers, 
labourers, mechanics, merchants, and manufacturers — got 
just twice as much in wages and profits, the sum total of 
that change would be the reduction of the purchasing pow.er 
of the dollar to the precious value of fifty cents. Every 
man's labour and enterprise would be exchanged for just as 
much of every other man's labour and enterprise as before. 
No such Utopian futility is contemplated in the prevalent 
efforts for the suspension of competition. The purpose of 
combination is to secure the suspension of competition in 
favour of the few, and to enable them to give less of the 
results of their labour and enterprise in exchange for the 
results of the labour and enterprise of the many. 

" This involves the very foundation of democratic society 



ISO TRUSTS, POOLS AND CORNERS. 

— equal rights and equal chances to secure the rewards of 
effort. It means privilege for those who are enabled to 
secure the abolition of competition in their own favour, 
while the mass of producers and consumers must sell to 
them or buy of them because under the pressure of that 
force. It contains that peril to free g9vemment pointed 
out by Daniel Webster fifty years ago in these words : ' The 
freest government, if it could exist, would not long be 
acceptable, if the tendency of the laws were to create a rapid 
accumulation of property in few hands and to render the 
great mass of the population dependent and penniless.' 

" This principle is most vitally at stake in the proposition 
to permit and legalise railroad pools, although its presence 
may be somewhat obscured, more by the complicated nature 
of the machinery through which it acts than from any in- 
directness of its action. The idea of a * trust ' is abjured 
by the railway interest, but while the methods of organisa- 
tion in trusts and pools are different, the distinctive and 
damnatory purpose of each is the same — that of smothering 
competition and arbitrarily securing a greater share of the 
rewards of production and distribution than would be per- 
mitted under the free action of that force. If the legislative 
power permits and upholds the means by which the great 
railway corporations propose to suspend competition and 
enhance the charges that enter into the cost of every staple, 
there is no public evil that can be inflicted by the trust 
that cannot be imposed on the public by legalised pools. 
The trust only came into existence because the pools, un- 
recognised by law, were futile. Make the pooling contract 
a legal one, and its public position will be exactly that of 
the trust, with its dangers and possibilities of extortion 
increased by the fact that it has a legal status, and that a 



RAILWAY POOLS AND COMBINATIONS. 151 

combination of traffic is much more readily attainable than 
a combination of control or ownership. 

"Prominent among the features of the effort to restore 
pooling is the sweeping and fearful indictment of the honesty 
and intelligence of railway management, and the re- 
markable allegations of utterly vicious corporate organisa- 
tion, made by the railway interest itself. The most violent 
denunciations of the most radical anti-monopolists never 
formulated a more terrible arraignment than the declarations 
recently made that the rate-making power of the corpora- 
tions is in irresponsible, reckless, and destructive hands. 
No attack upon the corporate system was ever a more 
sweeping indictment than the pooling assertion that if any 
railway is left to manage its own business, just as every great 
mercantile or manufacturing business must, the whole 
interest must fall into ruin. No attack on the honesty and 
good faith of railroad management can be more bitter than 
the editorial declaration of a leading journal which advocates 
the pools, that * the entire business is honeycombed with 
dishonesty and corruption, and every railroad president in 
the country more or less consciously connives at it.' Even 
if these things were true they would offer no good reason 
for a remedy which would only emancipate those who are 
responsible for the evils from the natural and necessary 
penalty. If railroads are organised on such vicious and 
irresponsible principles that they are conducted without 
regard to business principles, they should suffer the punish- 
ment."  

Whatever may with reason be urged against railway pool- 
ing arrangements from the point of view of the general 
public, they cannot be regarded as an unmixed evil. When 

 '' Bradstreefs " December 15th, 1888. 
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they were first introduced,] into the railway economy of the 
United States they were regarded with much disapproval. 
Since then, however, it has been found that where such 
pools are operated entirely by the companies themselves, 
they have been the means of getting rid of discriminations 
that were formerly very general, and which were calculated 
seriously to prejudice, not only individual freighters, but, 
by assisting to create monopolies, the general commercial 
interests of the public. 

There are, however, cases in which this salutary influence 
not only does not come into play, but in which all the evils 
of discrimination are likely to be seriously aggravated. 
This is a general result of the method of pooling effected 
through the agency of so-called " eveners " — usually large 
freighters who keep the division of traffic agreed upon as 
between the several lines even with, or equal to, the several 
shares agreed upon. The eveners are generally allowed 
certain compensation or return upon their own shipments, 
which gives them a marked advantage over other shippers. 
It was the position occupied as an " evener " by the Standard 
Oil Company, in the coal-oil pool entered into by the trunk 
lines between the oil regions and the seaboard, that gave 
it its dominating superiority at an early stage in its history. 



CHAPTER XV. 

AMERICAN COAL POOLS. 

In a previous cl\apter (p. 50), it has been shown that in the 
North of England, an arrangement known as " the vend " 
was in existence for many years during the earlier part of 
the century, for the purpose of controlling prices and pro- 
duction in the coal trade. It is perhaps a little singular 
that the methods of that organisation have not been copied 
elsewhere to a greater extent than appears to have been 
done. Generally speaking, with this notable exception, the 
coal trade has been remarkably free from the operation of 
any influences that would be likely to create artificial scarcity, 
and thereby enhance the range of prices, except such as 
have been created by the miners themselves in restricting 
their output. The trade has enjoyed — or perhaps, to put the 
matter more accurately, has suffered from, a fulness and 
completeness of competition that has been of the greatest 
possible benefit to the consumer, in placing at the disposal 
of national industry the cheapest and the best fuel supplies 
in Europe. 

In the United States, however, several attempts have 
been made to interfere with the natural course of the coal 
industry — not in the trade as a whole, but in the anthracite 
region of Pennsylvania. 

There is no single industry in the United States, equally 
concentrated, that has furnished such a large traffic to the 

'53 
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railways of that country as the anthracite coal of Pennsyl- 
vania. The output of this description of coal in 1870 was 
15^ million tons, and in 1890 it had risen to 42 million tons, 
being in the former year 45 per cent., and in the latter year 
30 per cent., of the total production of coal in the country. 
Although the anthracite coal industry is practically limited 
to the comparatively small State of Pennsylvania, there are 
three divisions or sections of that State in which the industry 
is carried on, known severally as the Southern, the 
Northern, and the Middle coal-fields. The products of 
these several fields were, and are, marketed by different 
railways, which have engaged in a fierce competition for 
the transport of this valuable source of traffic over a 
number of years. 

In 1872, in order to secure protection from the ruinous 
effects of this competition, the several railways engaged in 
it entered into an agreement to pool the traffic — that is, that 
each line should carry a certain definite proportion of the 
whole of the anthracite coal carried to what were known as 
competitive points, the exclusive control and management 
of its local trade being, however, retained by each. The 
pool continued in existence until the autumn of 1876. 
While it lasted, it almost necessarily excited a great deal of 
antagonism. The opponents of the pool maintained that 
the companies concerned had, in their competitive struggles, 
extended their plant much beyond the actual requirements 
of the trade, and declared that all such capital should share 
the common fate of depreciation in value which had fallen 
upon other property and other business enterprise through- 
out the country, whereas the railway managers, and the 
parties to the pooling arrangement generally, asserted that, 
while the pool continued, the prices of coal were not exces- 
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sive, and were only sufficiently high to maintain the usual 
dividends on their properties. 

One distinguishing feature of the anthracite pool of 
1872-76 was that the railway companies controlled the pro- 
duction as well as the distribution of about 75 per cent, of the 
total anthracite coal output of the country. This they were 
enabled to do in virtue of having secured the ownership of 
that proportion of the coal-fields, either prior to, or during, 
the existence of the pool. Much opposition was naturally 
offered to this action on the part of the railroads. The 
action was, however, defended on the ground that in no 
other way than by the acquisition of the coal properties 
could the railways prevent the protracted and frequently- 
recurring periods of unbridled competition, during which the 
prices of coal and the rates for its transportation failed to 
yield a sufficient return. 

In August T876 the first anthracite coal pool came to 
an end. The reasons for the breakdown were various. 
The several companies were not quite satisfied with the 
proportions of the product allotted to each. The Phila- 
delphia and Reading secured over 28J per cent, of the total 
traffic, the Lehigh Valley Company 19 J per cent., and the 
Central Railroad of New Jersey about 13 per cent. Apart, 
however, from the jealousy and disruptive force inherent in 
an arrangement of this kind, however well contrived, there 
was the outside pressure of public opinion to reckon with. 

A second coal combination was established in the Pennsyl- 
vania anthracite field in 1878. During the interval since the 
breakdown of the previous combination, the rates for the 
transport of coal had been brought so low by competition 
that the companies engaged in the business of production 
and transport were unable to meet expenses. The basis 
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of the second pool or apportionment was an agreement as 
to the entire production and transport of all the anthracite 
coal consumed in the coal regions, or shipped to points on 
the lines of the several railroads. A board of control was 
appointed to see that the allotment made to each company 
was duly carried out, and monthly adjustments under the 
agreed division of business were made on the report of an 
auditor as to the accounts of production and distribution. 

The second anthracite pool was, however, only short- 
lived. It came to an end in December of 1878, mainly in 
consequence of the refusal of one of the companies to 
accept the terms offered and agreed upon by the other 
companies. This influence was aided in its operation by 
the fact that, about the end of 1878, business began to im- 
prove, and when that takes place, and when prices, under 
the ordinary conditions of freedom of action and of con- 
tract, are fairly remunerative, there is generally a disinclination 
on the part of capable business concerns to be fettered, as 
they must be, by the conditions under which a combination 
is established. 

Several special circumstances distinguish the anthracite 
coal combinations of Pennsylvania from any other concerns 
of the like character that have ever been attempted. In 
the first place, it is important to remember that the owners 
of the principal anthracite coal-fields were also the owners 
of some of the principal lines of railway that ran through 
them. The object of the combination was twofold — to get 
higher and more uniform prices for coal, as well as to have 
a fuller command of rates of freight. The organisation was 
so constituted as to limit the quantity of coal produced, 
and thereby to limit the amount of labour provided. This 
was an aspect of the case that provoked a great deal of 
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hostility on the part of private organisations and of State 
Legislatures alike. The most determined efforts were 
made again to break down the combination, but here also, 
as in the case of the great northern coal trade combination, 
the seeds of dissolution were sown from within, and not 
from without. The anthracite coal mining companies 
agreed that each should contribute a given proportion of 
the total quantity to be mined during the year, which total, 
of course, had previously been fixed. This arrangement 
was in force in 1873, iS74> ^^^ iS75> although there was a 
rebellion on the part of one important company, which 
refused to accept the allotment made to it. This, and the 
arrangements made by one or two other companies to sell 
a large quarttity of coal at auction, caused the combination 
to fall to pieces in August 1876. In 1878 another allot- 
ment combination was arranged, which, however, was dis- 
solved in the following year, on its being found that one 
firm or company had been "cutting" rates, and another 
wanted a larger allotment. The dissolution of the anthra- 
cite combination was followed by a very remarkable fall in 
prices. The average price quoted for anthracite coals in 

1879 was only two dollars thirty-three cents per ton. Four 
years previously it had been over five dollars per ton. In 

1880 the combination was revived, and the average price rose 
to two dollars sixty-one cents per ton. For the four succeed- 
ing years, a combination of the companies producing and 
carrying anthracite coal was maintained, with a view to re- 
stricting quantity from time to time as might be required 
and thus to keep up prices. In 1884 a return was made to 
the allotment plan, under which each company was required 
to provide only a pre-arranged quota towards a definitely 
determined quantity. That quantity for the year 1885 
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was fixed at thirty millions of tons, but one of the principal 
companies objecting to its allotment, the combination was 
not successfully established. 

There is no doubt that thirty millions of tons is a large 
quantity to pool, and it might be supposed that if thirty 
millions could be manipulated satisfactorily, so also could 
double or treble that quantity. But the circumstances of 
the anthracite coal trade are peculiar. Only eight large com- 
panies are engaged in it, and two of these companies had 
an allotment of 38*8 per cent, or more than one-third of 
the whole, while one company was only allotted ij per 
cent. This allotment is usually more or less arbitrary, and 
it is not a matter for surprise that companies which receive 
small allotments are liable to make a fuss. The anthracite 
coal trade is exceptional in another respect. The business 
is greatly centralised, being limited to a region covering 
about 1700 square miles, with a homogeneity and identity 
of interest that would probably not be found in any other 
locality. Indeed, it would be difficult, in the whole range 
of industry, to find a commodity so capable of lending 
itself to the manipulation of a pool as the anthracite coal of 
Pennsylvania. No safe inference can be drawn, therefore, 
from the history of this industry, unless it were that, even 
under the most favourable circumstances, such a combina- 
tion was difficult. 

In the early months of 1892, another combination, to 
which the Reading and Lehigh Valley Companies, and 
others engaged in the anthracite coal trade, were parties, 
was established for the purpose of obtaining a control over 
the production and prices of anthracite coal. The com- 
bination was, however, followed by legal proceedings 
intended to bring it to an end, the Court of Common Pleas 



AMERICAN COAL POOLS. 159 

for the State of Pennsylvania being asked by the Attorney- 
General for that State to find that the arrangements or 
leases made ** were in contravention of the constitutional 
provisions in regard to parallel and competing lines of 
railroad, and to enjoin the parties thereto to refrain from 
carrying them out." A Committee of the New York 
Senate was at the same time appointed to inquire into 
the " deal," and in the course of the evidence laid before 
this Committee it was stated that the real object of the 
movement was "not to raise the price of coal, but to 
equalise it " — in consequence, it was said, of the fact, that 
in some localities coal was selling at too low, and in others 
at too high a price. Improved revenues were, however, 
expected from the introduction of economies and improve- 
ments in both production and distribution, and especially 
by "the avoidance of bidding against each other by the 
producers who were parties to the combination," without 
necessarily increasing the prices charged to consumers. 

This combination was formed between the Reading, 
Jersey Central, and Lehigh Valley Railroads, with the 
promised co-operation of the Delaware Lackawanna, and 
Western and Delaware and Hudson Railroads. The 
combination came into practical effect in April 1892, and 
from that date until September coal prices advanced, in 
one case by as much as a dollar a ton. The avowed 
object of the Reading Company, which was the pioneer 
of the movement, was to secure a larger tonnage of coal at 
better prices. In the first year of the operation of the 
combination, the coal carried by the various anthracite 
railroads increased by nearly a million and a half tons, 
but the Reading group of lines carried fully one and one- 
eighth million tons less, so that the Reading Company did 
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not gain by the transaction. The other Companies, on 
the contrary, carried about 2,750,000 tons more than they 
had done in the year 1891. While the combination was 
in existence, the shares of the combining Companies did 
not increase in value, as might have been expected, but, on 
the contrary, they all materially declined. The Reading 
and the Lehigh Valley Railways were, in February 1893, 
the only parties left of those who subscribed to the agree- 
ment a year before, the other lines having withdrawn. 



CHAPTER XVI. 

FUTURES AND CORNERS. 

Closely allied ta the subjects we have been considering is 
the movement that has within recent years gained largely 
in volume and strength for the attainment of wealth by 
gambling in futures, by "cornering" the market, and by 
selling fictitious products — ue,, products that are neither in 
the possession, nor at the disposal of, the seller. 

It has been estimated by competent authorities that the 
stocks of all the principal commodities dealt with on the 
markets of the world, but notably wheat, cotton and iron, 
are liable to be constantly and seriously affected in price 
by transactions of the character indicated. 

The main object aimed at by those who engage in 
operations of this sort is to obtain control of as much of 
the product which it is proposed to handle as is available, 
so that consumers, who must have supplies in order that 
they may keep their works or factories employed, or who 
must purchase for immediate requirements in other 
directions, may be required to pay a higher price than 
the normal average rate, the difference, of course, going 
into the pockets of the speculator. The operation of 
making a comer is usually, however, very risky for the 
operator. He must calculate the chances of his success 
with the utmost nicety, or he may easily find that he has 
been cornered himself. 

T i6z 
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It was announced in 1888 that a wealthy syndicate, 
having its head-quarters in Galveston, Texas, had made a 
more or less successful attempt to comer the two great 
American staples — wheat and cotton. As regards the 
former, the syndicate had bought an enormous quantity 
of wheat, said to be a million and a half bushels, at a price 
which netted about three cents a bushel all round, while they 
had nearly two million bushels more in the Chicago 
elevators, and held further contracts for about half a million 
bushels more. Although this syndicate bought wheat 
on a large scale at eighty-six cents a bushel in May, they 
made up their minds that they could realise one dollar twenty 
cents, or, say, is. 5d. per bushel, before they had held 
long. This syndicate made future contracts for 100,000 
bales of cotton at Liverpool, New York, and New Orleans, 
and "closed out" some 20,000 bales in April 1888, at a 
net profit of four dollars a bale. This same syndicate was 
said to represent some ten million dollars of capital, and 
to embrace some of the largest capitalists in the United 
States. This, of course, gave it the command of large 
resources, and reduced the risk that is always run by those 
who attempt operations of this sort, that they may find 
themselves loaded with a supply of the commodity largely 
in excess of what they can dispose of, and consequently 
may be compelled to sell at a great sacrifice. Such a 
course has again and again been forced upon operators in 
both cotton and iron, and commercial disaster has been the 
nevitable result 

In September 1889, one of the most daring, and, on the 
whole, successful attempts that have ever been made to 
corner the cotton market was made by a Liverpool operator. 
So inuch anxiety did this attempt induce, that there was a 
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general talk of closing the cotton mills in Lancashire, with 
a view to tide over the period of high prices created by the 
comer, until the new crop came to hand. This course of 
action was discussed on the hypothesis that the prices of 
manufactured cotton goods would fall rather than rise, and 
that the margin between the artificially high price of raw 
cotton, and the realised prices of cotton manufactures, 
would not be sufficient to enable manufacturers to live. 
But the speculator who had arranged for a corner, unlike 
the majority of the spinners, had made up his mind that 
the cotton crop of the year 1889 would be short, and on 
this theory he had made large purchases throughout the 
year. The event proved that he had judged the situation 
accurately. The prices of cotton goods improved as the 
year went on, and the operator who had so successfully 
diagnosed the outlook of the trade made large profits, to 
which he was not entirely without claim. Here, again, of 
course, the operator incurred large risks, at variance with 
that spirit of prudence and foresight which should control 
commercial operations. Had he been less accurate in his 
forecast, he would have been certain to come to grief. 

In 1890, another attempt was made to carry out a cotton 
comer — this time, again, by the speculator who made the 
attempt in 1889. The gentleman in question is said to 
have agreed to purchase for spot and future delivery from 
130,000 to 150,000 bales of American cotton. Spinners 
had, however, apparently in anticipation of some such 
movement, bought heavily in advance, and the price of 
raw cotton having fallen about three-farthings a pound in 
September, 'the would-be comer -maker found himself 
landed in a loss of ;^2 00,000 and bankruptcy. Gambling 
in this case met with the same fate that is almost sure 
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eventually to overtake the gambler on the turf. The 
moth may dance about the flames for a while without hurt, 
but his wings are sure to get singed at last. 

Only so recently as 1892 an attempt was made on a 
large scale to comer cotton in the United States, which was 
said to have large ramifications, and to have more or less 
of an international character. The Farmers* Alliance, it 
appears, had an itnperium in imperio which was known as the 
Cotton Committee. This Committee was appointed by the 
Farmers' Alliance in the Southern States to formulate a plan 
that would enable cotton producers to hold their cotton for 
better prices. The members of the Committee, in pursu- 
ance of this end, proceeded to New York, and, it is said, 
held conferences with English capitalists with a view to 
establishing a gigantic corner in cotton. The modus 
operandi of the Committee may readily be understood from 
the following statement that appeared at the time in the 
Journal of Finance : — 

" ' The National Alliance has achieved a great work. The 
Cotton Committee of the national body has completed 
arrangements with European capitalists to advance $32 per 
bale on 2,000,000 bales of American cotton, to be stored in 
the warehouses of the South for a period of one year, allow- 
ing the farmer to dispose of the cotton any time during the 
year should the price advance to his satisfaction. 

" * The European syndicate, which advances this money 
on the cotton, will charge 4 per cent, per annum interest,- 
and will be fully secured by the cotton on which the 
advance is made. This arrangement means that the farmers 
will have the use of $64,000,000 and at the same time keep 
2,000,000 bales of cotton out of the market. This money 
comes at the very lowest rate of interest that could be asked, 
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and the arrangements cannot fail to produce a marked 
advance in the price of cotton, as it virtually withdraws at 
once over one-fourth of the .crop of the country. 

" ' A year ago the Cotton Committee tried to make this 
arrangement with New York capitalists, and negotiations 
were almost completed to secure a like advance on 1,000,000 
bales, but some Httle hitch occurred which upset the 
negotiations. This year the Committee sought Europe for 
capital, and everything is at last arranged.' 

"Cotton merchants in this city, and bankers who have 
loans in the South, do not believe that the planters will 
ever carry their plan to consummation. They say that if 
a glimmer of common-sense does not reach them, then 
some other means may be found to prevent any such an 
extraordinary course. The reaction, they declare, once 
such a comer was broken, would cause widespread disaster. 
They doubt even that a corner could be made." 

Innumerable cases of the same sort have happened on 
the Glasgow iron market. Speculation in pig iron warrants 
is notoriously one of the most common, and is regarded by 
not a few as one of the most hurtful and disturbing features 
of that important trade. The general effect of this form of 
speculation is that the speculator undertakes to sell what 
he is not possessed of, so that the operation has been 
described in law as a ** wagering contract." 

The movements of the Cotton Committee of the Farmers' 
Alliance was ostensibly designed to checkmate the opera- 
tions of speculators and gamblers in "futures." In the 
State of Alabama the local delegation of the Alliance held 
a meeting in September 1892, and unanimously resolved to 
put their cotton on the market at the prices then current, at 
the same time calling upon the growers of cotton generally 



i66 TRUSTS, POOLS AND CORNERS. 

to follow the same course, and resist what was called the 
"unjust pressure" of buyers and others who looked to 
buying the crop at less than the usual price. The crop was 
declared by the fanners to be a short one, and they be- 
lieved that if they could tide over a certain period without 
incurring obligations to their local bankers, which would 
compel them to sell at the low prices of the moment, they 
would ultimately secure a much better return. They there- 
fore called upon the bankers and merchants in the Southern 
States to aid them in this endeavour, and thereby to " keep 
tillers of the soil from being robbed of their just reward, 
which would bring bankruptcy and ruin in the cotton belt." 
The attempt to make a corner in this way, however laud- 
able from the point of view of the Farmers* Alliance, was 
only partially successful. The crop, being a short one, 
prices rose as a natural movement, and the returns to the 
cotton-growers were extremely satisfactory, but this was not 
at all due to an artificial operation. 

" Wagering contracts," within which are included all con- 
tracts for differences, were not illegal at common law, and 
were first dealt with by statute of 8 and 9 Victoria, c. 109. By 
section 18 of this Act it is provided as follows : "That all 
contracts or agreements, whether by parol or in writing, by 
way of gaming or wagering, shall be null and void ; and that 
no suit shall be brought or maintained in any court of law 
or equity for recovering any sum of money or valuable 
thing alleged to be won upon any wager " — the rest being 
immaterial to the case under consideration. 

On this section, Mr Benjamin, Q.C., in his work on 
" Sales," says : " Such a contract " — />., for the sale of 
goods to be delivered at a future day — "is only valid where 
the parties really intend and agree that the goods are to be 
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delivered by the seller, and the price to be paid by the 
buyer. If under guise of such a contract the real intent be 
merely to speculate in the rise or fall of prices, and the 
goods are not to be delivered, but one party is to pay to 
the other the difference between the contract price and the 
market price of the goods at the date fixed for the execution 
of the contract, then the whole transaction constitutes 
nothing more than a wager, and is null and void under the 
statute." 

There are two cases which put a liberal construction upon 
this section ; but against these more authoritative decisions 
exist which go to show that the dictum of Mr Benjamin 
is, though strictly correct, of little value in practice. 

In the cases of Grizewood v, Blane and Cooper v, Neil, 
it was left to the juty to say what, under the circumstances, 
was " the intention of the parties as understood by both of 
them" — whether they contemplated a sale or a mere bet 
upon the price, and the jury coming to the conclusion that 
the contract was a mere wager, the contract was declared 
void under the statute. 

The case of Thacker v. Hardy, decided by the Court of 
Appeal in 1878, may, however, be considered to throw con- 
siderable doubt upon the preceding cases. The action was 
one by a stockbroker to recover commission, and to obtain 
an indemnity from his principal in respect of speculations 
of the kind known as "time bargains" upon the Stock 
Exchange. The defence was that the transactions were 
''gaming and wagering" transactions, and so void within 
section 18 of 8 and 9 Vic, c. 109. The Court of Appeal 
(Bramwell, Brett, and Cotton, L.J.J.) affirming, Lindlay, J. 
(now L.J.), held that the plaintiff was entitled to recover, 
for " the employment of the plaintiff by the defendant was 
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not against public policy, and was not illegal at common 
law, and, further, was not in the nature of a gaming and 
wagering contract against the provisions of 8 and 9 Vic, 
c. 109, section 18." 

Broadly stated, this judgment declares : 

1. That the contract between the principal employing a 
broker and the broker is good. 

2. That the contract made by the broker for his principal 
to buy or to sell is good. 

Lindlay, J., in the course of his judgment, said that " the 
case of a real time bargain, such as would be touched by 
the statute, was, he suspected, very rare. What were 
generally called * time bargains ' were, in fact, the result of 
two distinct and perfectly legal bargains, viz., first, a bargain 
to buy or sell ; and, secondly, a subsequent bargain that 
the first shall not be carried out ; and it was only when the 
first bargain was entered into with the understanding that it 
was not to be carried out, that a time bargain in the sense 
of an unenforcable bargain was entered into." 

It will be observed that the decision in Thacker v. Hardy 
leaves untouched the question whether a " time bargain," 
of the kind ordinarily entered into, is good as between 
principal and principal ; and it should be remembered that 
in betting cases very important differences have been drawn 
between the case of principals betting and bets through 
agents, it being held in the latter case that where the agent 
has paid a bet he can recover it against his principal, 
although the actual bet is not legal. But it may well be 
questioned whether an ordinary time bargain between prin- 
cipals, the purchaser having the option of taking up the 
stock, would not be declared good, especially as we have 
the view of Lindley, J., that a time bargain such as would 
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be covered by the statute is "a very rare occurrence" ; and the 
question of the intent of the parties — whether the sale was 
bona fide or gambling — would in any case be referred to the 
jury as a question of fact ; and it is found with a jury of 
commercial men very difficult to get them to say that an 
ordinary time bargain is a wager. 

Mr F. T. Piggott, the author of some well-known text- 
books, is of opinion that had the Stock Exchange rules, 
making the broker a principal, been present to the minds of 
the Court, they would have held that the contract even of 
the broker was void ; but this is assuming that Grizewood v. 
Blane is good law, and so far from approving this decision, 
as Mr Piggott says the Court of Appeal did, they avoid 
deciding the question as between principal and principal. 

When a contract is to be regarded as a wagering transac- 
tion, and not as a valid contract for the sale and delivery of 
property is a question which is coming before the courts 
frequently under modern business conditions. One of the 
latest decisions bearing upon the question has recently been 
rendered by the Supreme Court of Nebraska in a suit 
brought by a Chicago broker against a Nebraska speculator 
on a note given to cover margins. The Court held that 
where there was no intention on the part of an alleged buyer 
to purchase or to receive grain, and no intention on the part 
of an alleged seller to deliver the same, no recovery could 
be had upon the contract. It further held that though 
the outward forms of law may have been complied with in 
such cases, yet where the defence is that the contract is a 
wagering one, it is the duty of the courts to go behind the 
contract and to examine the facts to ascertain its true 
character. The view of the law taken by the Nebraska 
court is in line with the current of the best considered 
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authorities. It does not declare transactions in " futures " 
or " options " as such to be wagering transactions, but does 
class in that category transactions in which there is no 
intention on the part of either party to make a dona fide 
purchase or sale. 

Mr Justice Fenner, of the Supreme Court of the State of 
Louisiana, has thus stated the difficulties in the way of deal- 
ing with speculation in futures and cornering the market : — 

" (i) Sales of property for future delivery, with the bona 
fide intention and obligation to make actual delivery, are 
lawful contracts, but if, under the form of such a contract, the 
real intent be merely to speculate upon the rise and fall of 
prices, and the goods are not to be delivered, but th^ con- 
tract to be suited on the basis of difference of price, the 
transaction is a wager, and is non-actionable. 

" (2) In order to affect the contract, the alleged illegal 
intent must have been mutual, and such intent by one party, 
not concurred in by the other, will not avail. 

" (3) The law presumes lawful purpose until the contrary 
is proved, and when one party charges illegal intent, the 
burden of proof is imposed upon him. 

" (4) The validity of the contract depends upon the state 
of things existing at its date, and is not affected by subse- 
quent agreements under which the parties voluntarily assent 
to a settlement on the basis of differences. 

" (5) The mere fact that at the date of his contract the 
vendor had not the goods, and had made no arrangement 
for receiving them, does not suffice to impair the contract." 

The business in "futures" in the different commercial 
centres in Europe and America has hitherto been confined 
to a few important articles, as grain, cotton, sugar, coffee, 
and spirits, in which a large number are interested both as 
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producers and consumers, and in which the production, 
being dependent upon the weather, fluctuates considerably 
from year to year. 

The advantages which " futures " afford to commerce, and 
to the consumers and producers, as such, briefly stated, are 
as follows : — 

The rise and fall in prices is not so considerable, since 
any unforeseen circumstance, even the smallest, may affect 
them. When there appears to be every prospect of a good 
harvest the producer can sell for later delivery at a favour- 
able price, whereas, if he were to wait until his products 
were in a fit condition to be delivered, he would have to 
accept a lower price. On the other hand, when the con- 
sumer sees that, owing to the increased demand, he will 
have to pay a higher price later on, he can cover his future 
requirements at a time when prices are still low, whereas, if 
he deferred buying and the stocks became reduced, he would 
have to pay much more. 

With the introduction of the telegraph, all the countries 
where an article is produced and consumed have been 
brought into instant communication with each other. Not 
the least incident or the slightest fluctuation occurs in one 
country but it immediately becomes known in all the rest. 
Hence it results that the commercial world in the present 
day is in a far better position to form a correct judgment 
than was the case when news could only travel by post, for 
the condition of things might have totally changed in the 
interval between the despatch and the receipt of a letter. 

Owing to the greatly improved and accelerated means of 
communication, it has become possible to transport much 
quicker than formerly large quantities of goods from one 
country, where a superfluity of an article prevails, to another 
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country where it is much needed. Two results are thereby pro- 
duced. By the withdrawal of goods from the country where 
they are superabundant, a great depreciation is avoided, 
while by transferring them to another country where there is 
a scarcity, an excessive rise of prices in the latter is pre- 
vented. As, however, the goods cannot be so quickly re- 
moved from place to place as the order for their sale or 
purchase can be transmitted by telegraph, it follows that 
there must be buying and selling for future delivery. This 
answers the purpose of the consumer, who may be at the 
present moment sufficiently provided with the article, but 
will require more of it subsequently for his future needs. 

At the session of Congress held in February 1889, bills to 
punish dealing in futures in agricultural products, and to 
prohibit fictitious and gambling transactions on the prices of 
articles produced by American farm industry, were intro- 
duced in the House of Representatives. These bills were 
for some time under consideration by the Committee on 
Agriculture, to which they were referred. That Committee 
has reported the bills adversely. It has arrived at the con- 
clusion, among others, that Congress has no jurisdiction 
over the subject, and that the limitations imposed by the 
Constitution make it improper for Congress to pass the 
measures proposed, which, the Committee holds, are matters 
for State legislation exclusively. 

The Glasgow warrant market, as everybody knows, is one 
that readily lends itself to the making of rigs and corners 
from its very character, but it is nevertheless a fact that 
very few such operations have been carried out successfully, 
so that prices are rarely controlled by the artificial agencies 
alluded to. There is, no doubt, a large amount of specula- 
tion carried on in warrants, and all sorts and conditions of 
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men have tried a "flyer" in warrants with the view of 
" making a bit of money," with results that are as frequently 
disastrous as successful. But such a thing as a really 
dominant rig is almost unknown. And, on the whole, the 
business done on the Glasgow warrant market is not a 
matter for deprecation so long as the game is confined to 
those who understand the value of the counters. On the 
contrary, it has been remarked, in a leading journal, that 
"the transactions on this market range from five to ten 
millions of tons a year, and are settled with an amount of 
promptitude, and an absence of loss from default, that 
reflects the highest credit on the dealers." It has been 
suggested in Glasgow that protection could be secured 
against the influence of a rig by appointing somebody who 
should have power to suspend the settlement of transactions 
whenever a rig is attempted, holding the seller liable for 
any loss incurred by the buyer from being unable to provide 
iron actually required. 

Many attempts have been made to corner the pig-iron 
warrant market in Glasgow, but only very few have suc- 
ceeded. One of the most notable of these was made in 
the year 1866, when a body of speculators for the rise com- 
bined to resist the "bears," and drove up the price of pigr 
iron from 65 s. to 80s. At the higher price they tried to 
get rid of their stock, but failed, ignominiously. The con- 
sequence was that very serious losses were incurred in dis- 
posing of the produce that had been cornered, and with 
scarcely a single exception the parties to the attempt be- 
came ruined. One of the journals of the time, in com- 
menting on the transaction, remarked fairly enough that 
"no sympathy was wasted on them (the speculators), be- 
cause it was held that a combination or operation, with the 
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view of forcing a seller to buy back what the purchasers 
have rendered it impossible that he can deliver, is a fraudu- 
lent transaction, illegal and immoral in its very nature." 

In 1873, some wealthy speculators in Dundee and Glas- 
gow attempted to repeat the experiment of 1866, in the 
way of trying to prop up a falling market. The condition 
of trade at that time was both curious and critical. Pig- 
iron had been forced up to as much as i6os. per ton, due 
in part to the serious increase in the price of coal and in 
the cost of labour, but also to some extent as the result of 
speculative activity. In Scotland, a number of works en- 
gaged in the production of malleable or wrought iron had 
to close their gates in consequence of their inability to 
produce at the then current price of pig. As often hap- 
pens, the price of finished iron had failed to keep abreast 
of that of the raw material used in its manufacture, and 
when this became a marked characteristic of the situation 
the demand for pig-iron, and its price, alike showed a fall. 
It was then that an attempt was made to create a " comer " 
to keep up the price of iron, by acquiring the command of 
the stocks in the Glasgow warrant stores, but no better 
result attended the operation than had attended similar 
operations before. The price of pig-iron continued to fall, 
and it has never attained the same high level since. The 
usual impotence of any attempt to force back the current 
of a falling market was attended by the usual disastrous 
results to the experimenters. 

Happily, for the protection of the general public, the 
penalties that are liable to attend unsuccessful attempts at 
cornering a market are so serious and crushing as to quench 
the ardour of all but the most reckless speculators on behalf 
of such an enterprise. 



CHAPTER XVII. 

INTERNATIONAL REGULATION OF PRICES. 

Hitherto we have spoken only of the regulation of prices 
and of production as carried out in one country only, and 
as affecting only the special circumstances of that country. 
In all such cases, we have seen that the tendency of a 
limitation of output, and of a consequently artificial ad- 
vance of price, is to restrict consumption, to create means 
of supply in foreign countries, and to invite and assist the 
competition of foreign sources of supply in neutral markets, 
and probably in our own. 

It is, however, possible to overcome the two latter diffi- 
culties to a large extent, if not entirely, by the adoption of 
an international agreement to sell the same product in all 
outside markets at the same prices, and so to get rid, for 
the time being, of the existence of competition, in so far as 
the regulated product is concerned. 

Obviously, this is a very much wider and more compre- 
hensive plan of operation, and one that calls for the exer- 
cise of more tact, judgment, and discretion, as well as of a 
higher organising faculty. If the rocks upon which the 
attempt to regulate one industry, affecting only one country, 
are likely to split appear to be both many and formidable, 
how much more formidable must be the obstacles that lie 
in the path of a movement designed to harmonise and co- 
ordinate the interests of different countries, which are in 

X75 
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their essence, their aims, and their traditions so essentially 
antagonistic ? 

And yet, when one comes to reflect apon the matter, 
there are comparatively few industries that may not, under 
proper conditions and treatment, be dealt with in this way. 
The basis of such an arrangement would naturally be of a 
two-fold character : the first, that each country subscribing 
to the agreement should have undisputed possession of its 
home market ; the next, that the price to be quoted by the 
competing countries to outside or neutral markets should be 
always, and under all circumstances, the same. 

As regards the first of these conditions, there should be 
little or no difficulty in giving it effect. All countries that 
are in a position to be parties to such an arrangement have 
already taken measures to protect more or less completely 
their own home markets. Our own country is, no doubt, 
nominally an exception to this rule. But there are more 
forms of protection than one, and a national industry may 
be effectually protected without raising around it the doubt- 
fully adequate bulwarks of high tariffs. England has no 
artificial protection for her industries, like most other 
manufacturing nations ; but she has what may be, and to a 
large extent undoubtedly is, a more efficient shield against 
foreign competition in the form of efficient labour, cheap 
materials, great technical skill, and a consequently low cost 
of production. Most other countries, whether with or with- 
out these advantages, take care to protect themselves by 
levying duties on imported commodities. 

The home market, therefore, is hardly in question. But 
the home market might be, and probably would be, in ques- 
tion, if prices were raised artificially to such an extent as to 
reduce the differences of price that now keep our competi- 
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tors at bay. In other words, it is generally dangerous to 
advance the prices of commodities in any one country 
without arranging that the same commodities, if of a highly 
competitive character, shall be advanced equally in other 
countries. In all such cases, it is well to " agree quickly 
with thine adversary." 

As regards neutral markets, supposing that the home 
market were adequately protected, it might be easily pos- 
sible to secure a high price at home, and to quote a low 
price abroad. This, in point of fact, is being done at the 
present time in Germany, Austria, and some other coun- 
tries. The iron manufacturers of Germany regularly adopt 
two sets of prices. The tariff, by protecting them from outside 
competition, enables them to quote a high range of prices 
— which are often regulated by combination — to home con- 
sumers, while they dispose of a large surplus, at a lower 
range of prices, in neutral markets where they have to face 
the competition of other countries. It is under such cir- 
cumstances that England has to compete with Germany in 
many outside markets. 

To follow out the case already cited, it is clear that 
Germany cannot hope to obtain in neutral markets a higher 
price than England ; so that, if she is to secure business at 
all, she must quote a lower price than the lowest price 
tendered by England for the same description of goods. 
Hence the price that secures the business is generally one 
that is far from being adequately remunerative to the pro- 
ducer, and not infrequently one that involves a considerable 
loss in the manufiEtcture.^ In short, it is the constant tend- 

* To a country thai is able to secure, like Germany, higher prices at 
home, the one price will balance the other to a large extent ; but a 

M 
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ency of unrestricted competition to depress prices to an 
irreducible minimum, which is generally excellent for the 
consumer, but often far from satisfactory to the producer. 

When, therefore, competitive countries can agree upon 
an uniform price for the same commodities in all non-com- 
petitive countries, they are likely to benefit equally by the 
arrangement, although the need of one country may not be 
quite so urgent as the need of another, so that the higher 
price may be to one a mere incident; and to the other a 
matter of life or death. 

An international combination may, of course, be carried 
much further even than this. The proportions of the total 
product of a commodity to be furnished by each country 
may be fixed beforehand, involving, as a necessary detail, 
the fixing of the proportions towards the total of each coun- 
try to be supplied by each individual manufacturer, and 
the proportions of the total annual requirements of each 
neutral or non-competitive market to be supplied by each 
competing country may be similarly fixed and determined. 

Unless some such arrangement as the first-named were 
adopted, there would be likely to be a speedy glut of the 
commodity, and there would thereupon be likely to arise 
an irresistible temptation on the part of the weaker firms to 
accept lower prices than those which formed the basis of 
the arrangement. Not only so, but the financial incubus of 
a great surplus of output would be likely to so far depress 
any trade carried on under such conditions, that it would 
inevitably cause the combination to fall to pieces. In the 
case of the syndicate formed a few years ago for the purpose 
of controlling production and prices in the steel rail trade, 

country like England has no such offset, and hence would appear to 
have more to gain from a regulated price. 
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the combination fixed precisely the quantity of rails that 
should be contributed by each individual firm towards the 
filling up of the orders known to be in the market, so that 
there was no likelihood of weakening the arrangement by 
the anxiety or necessity to dispose of an accumulation of 
stocks.* 

In an international arrangement, however, if carried up to 
this point, there are two inherent elements of weakness that 
have never been overcome successfully for any great length 
of time. The first is due to the difficulty of fixing the 
quantities to be supplied to non-competitive markets by 
each country ; the second to the difficulty of satisfying the 
individual firms concerned, in the matter of their allot- 
ments. It is natural, for example, that each country 
should believe in, and stand for, its inalienable right to 
have the whole of its own colonial business without the 
intrusion of foreign sources of supply. English manu- 
facturers would be slow to admit the claim of Germans to 
secure a large slice of our trade with Canada, Australia, or 
the Cape, but if the competitive country has already 
secured a slice of such trade, the fact must be recognised 
and provided for in any ulterior arrangement that is 
designed to allocate the trade for the future. Such an 
allocation could only reasonably proceed upon the per- 
centage of the trade of a neutral market already secured, 
and diuring the existence of such a combination, that pro- 
portion would be likely to remain stationary, no matter 

* In the case of this organisation, the resources of production, both 
in England and on the Continent, were very much in excess of the 
actual demand for rails, but the quota of each firm having once been 
fixed, there was an honourable understanding that no more should be 
produced. 
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how much, in the natural order of events, the proportion 
should be increased or diminished. The alternative pre- 
sented to this condition is that of possibly seeing a 
competitive country increase its hold upon the markets 
that are in dispute, at a cut-throat range of prices. 

It is, perhaps, even more difficult to arrive at a satis- 
factory arrangement of the proportions which each 
individual firm should contribute to the grand total 
required to satisfy the demands of the world, in so far 
as they are either affected, or liable to be affected, by 
competition. In fixing such proportions two obvious 
considerations must have great, if not absolutely control- 
ling weight, namely : — 

1. The extent of the works and their known capacity of 
production, and 

2. The extent to which that capacity has been utilised in 
executing orders already received. 

The process known as the "higghng of the market" 
must, to a large extent, come into play in a matter of this 
sort, but at the best, the process of adjustment is a difficult 
one, and generally leads to the more or less pronounced 
failure of all attempts to combine manufacturers for 
regulative purposes, whether as a national or as an inter- 
national organisation. 

Of course, in these matters, the consumer is put in the 
second place, if he is regarded at all. It is only when the 
natural operation of the law of supply and demand tends 
to give the consumer advantages which the producer 
cannot afford, that the latter seeks for this form of protec- 
tion, and when he does, he generally has the consuming 
interest arrayed against him — to such an extent, indeed, 
that orders are withheld as far as they possibly can be. 
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This, again, becomes a serious element of weakness, inas- 
much as the anticipated benefits of organisation are 
countervailed by reduced demand, and, being spread over 
a smaller output, are not supposed to compensate for the 
loss of individual liberty which is involved in meeting the 
conditions on which such an organisation is alone possible. 
Not many attempts have been made to establish inter- 
national combinations of this kind on a large scale. In a 
general way, the area of operations, and the. natural 
antagonism of the interests involved are such as to make 
such organisations difficult, but the steel rail trade was 
successfully syndicated by agreement between England, 
Belgium, and Germany for a year or two, under circum- 
stances which at least demonstrated that the experiment 
need not necessarily prove a failure. 



CHAPTER XVIII. 

THE EVILS OF THE TRUST SYSTEM. 

In the course of the preceding pages, so much has been 
said by way of showing the evils that have attended the 
establishment of the system of trusts, and the difficulties of 
carrying on such organisations with a view to the advantage 
either of their own members or of the general public, that 
it will hardly be expected that we should go very fully over 
the ground covered by these considerations. 

Briefly stated, the principal objections brought against 
the trust system are that it tends to establish monopoly, to 
crush small manufacturers and producers, to place vast 
wealth in the hands and at the disposal of irresponsible 
individuals, to increase the prices of necessary commodities, 
to dislocate and disturb labour, and to generally unsettle 
the relations and prospects of commerce and industry. 

That Trusts are not, in their essence and principles, 

institutions calculated to command popular confidence 

and approval is sufficiently established by the crusade that 

has been undertaken against them in the United States. 

Within the last four or five years, measures have been 

proposed for limiting their powers, or compelling their 

abandonment, in all the principal American States. 

Indeed, it has been asserted that of late years they have 

become a subject of much niore public attention than the 

Tariff itself, and that the slow progress made by the 
182 
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Republican party in getting them crushed out was one of 
the most potent influences in the. movement that brought 
back the Democrats to place and power. Not only so, 
but the general law against Trusts adopted by the Govern- 
ment of the United States in 1892, at the instance of 
Senator John Sherman, was, in many quarters, regarded 
as one of the most wise and desirable measures of the kind 
hitherto introduced into the American Legislature, and it 
seldom happens that the public indignation is aroused 
against any movement or system tha t has, on the face of it^ 
obvious and overwhelming merits. p The Trust system has 
yn short been an abstract Is hmaelite, against whom even 
|man*s hand has been raised. 

The General Laws Committee of the State Senate of 
New York, in a Report made on the 6th of March 1888, 
has an emphatic condemnation of the system of Trusts. 
" However different the influences which give rise to these 
combinations may be, the main purpose and effect of all 
upon the public is the same, to wit — the aggregation of 
capital, the power of controlling the manufacture and out- 
put of various necessary commodities, the acquisition or 
destruction of competitive properties — ^all leading to the 
final and conclusive purposes of annihilating competition 
and enabling the combinations to fix the price at which 
they would purchase the raw material from the producer, 
and at which they would sell the refined product to the 
consumer. In any event the public at each end of the 
industry is, and is intended to be, in a certain sense, at the 
mercy of the syndicate, combination, or trust" The con- 
ditions under which, and the terms upon which, the various 
principal trusts are established, are then criticised with a 
view to proving that these animadversions are fully called 
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for. Nor is this surprising when we consider the portentous 
extent of the evil complained of and the circumstances of 
its recent growth. 

Professor Hadley remarks that "nearly every industry in the 
United States employing fixed capital on a large scale has 
its pool, whether they call it by that name or not. The 
Anthracite Coal Combination has been less successful than 
the Standard Oil Company, but its method of crushing 
small rivals by denying them transportation facilities has 
made it almost equally notorious. And now the system of 
combination has extended to other regions besides the 
anthracite. Again, every branch of hardware, from rails 
to carpet tacks, has its combination to keep up prices or 
restrict production. The cases are only too frequent where 
the combination pays certain mills for not running, more 
than t^y^ could earn by running. For lumber and for 
paper, for cattle and for milk, for cartridges and for matches 
— in each business there is an organised combination, fixing 
rates and often limiting production. The waterways them- 
selves, which, we are so often assured, are to protect us from 
the monopoly of the railroads, have their rates fixed and 
their traffic pooled by combinations of greater or lesser 
influence — from the local barge association of some interior 
town to the great North Atlantic Conference. How much 
freight each of the leading steamships is to carry is not 
infrequently made the subject of agreement with the owners 
of rival vessels." 

With the exception of the Standard Oil Trust, and 
perhaps one or two others that rose somewhat earlier, it 
may be fairly said, in the opinion of Professor Jenks,* 

* On Trusts in the United States, in the Economic Journal, March 
1892, p. 73. 
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" that not merely competition, but competition that was 
proving ruinous to many establishments, was the cause of 
the combinations. It seemed the only way by which not 
extortionate, but fair, profits could be made. This remark 
does not apply to a number of later organisations, formed 
of establishments which, although already making good -^ 
profits, hoped and expected to obtain better — ^not so much 
in the saving of the cost of production, as by high charges 
to be paid by the consumer. It is this latter fact, more 
perhaps than any other, that has caused the loud outcry 
against the system. If those who took it up had been limited 
to the industries or establishments that suffered from the 
effects of over-production and unhealthy conditions of com- 
petition, the popular tumult would never have reached the 
height that it has done, but the system has been largely 
abused, and abused at the cost of the general public, both 
as a producer and as a consumer." 

One of the principal and most popular objections brought 
against the trust system is that it tends to " stifle labour " 
— to unsettle wages and employment. 

This argument has been answered by Mr John H. 
Flagler, by the assertion that, under the Trust system, such a 
thing as a strike is unknown, and no differences have arisen 
between employer and employed.* He asserts also that 
it is the weakness of small manufacturers, who have to suc- 
cumb to the law of the survival of the fittest, tha't leads to 
" disaster, suspension of manufacture, stoppage of employ- 
ment, and general dissatisfaction."! 

It is probable, moreover, that the apprehension of what 

* This statement, made in 1888, may not be equally true at the 
present time. 
+ Address to the Commercial Club of Providence. 
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the trust system might ultimately lead to in the way of 
limiting the supply of commodities and artificially increasing 
their price, has had as much to do with their condemnation 
as the mischief they have actually done, whether that mis- 
chief be large or small in amount. Naturally enough, the 
public became timid lest the movement should spread 
beyond controllable bounds, not realising that the evils 
that were mostly feared were likely to cure themselves. 

Professor Hadley,* referring to the growth of the Standard 
Oil Trust, remarks that "the public are alarmed at the 
growth of such a power in their midst — able, apparently, to 
dictate the price of a necessary of life, and subject to 
no restraint or control from outside. Statesmen, lawyers, 
and journalists held up their hands in holy horror; and 
exclaimed. Can such things be ? " 

* Railroad Transportation, p. 68. 
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